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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343

Arizona-American Water Company ("AAWC" or "Company") is a certificated Arizona
public service corporation that provides water and wastewater utility service in various
communities throughout the state. This case includes the districts of Anthem Water
Anthem/Agua Fria Wastewater, Sun City Water, Sun City Wastewater and Sun City West
Wastewater.

On July 2, 2009, AAWC filed an application for a permanent rate increase based upon a
test year ending December 31, 2008. The total Company-requested revenue increase for all five
systems is $20,628,634 The testimony of Mr. Gerald W. Becker herein is for two of the five
systems--the Anthem Water District and the Sun City Water District. Staff witness Gary
McMurray is providing the testimony for the Anthem/Agua Fria Wastewater District, the Sun
City Wastewater District, and the Sun City West Wastewater District.

Anthem Water District:

The Company proposes a revenue increase of $7,268,172 or 97.1 percent, from
$7,483,274 to $14,751,446 for the Anthem Water District. The proposed revenue increase would
produce an operating income of $4,898,781 for an 8.53 percent rate of return on an original cost
rate base ("OCRB") of $57,430,024 Staffs revenue requirement of $13,421,942 represents an
increase of $5,938,668, or 79.36 percent, for a 7.20 percent rate of return on a Staff-adjusted
OCRB of $57,368,047 The Company proposes to use OCRB as its Fair Value Rate Base.

Sun City Water District:

The Company proposes a revenue increase of $2,531,130 or 27.27 percent, from
$9,283,101 to $11,814,231 for the Sun City Water District. The proposed revenue increase
would produce an operating income of $2,404,271 for an 8.53 percent rate of return on an OCRB
of $28,186,062 Staffs revenue requirement of $11,293,188 represents an increase of
$2,010,087, or 21.65 percent, for a 7.20 percent rate of return on a Staff-adjusted OCRB of
$27,953,979 The Company proposes to use OCRB as its Fair Value Rate Base.
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3

4

5

My name is Gerald Becker. I am a Public Utilities Analyst V employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7

8

Q- Briefly describe your responsibilities as a Public Utilities Analyst V.

9

I am responsible for the examination and verification of financial and statistical

information included in In addition, I develop revenue

10

utility rate applications.

requirements, and prepare written reports, testimonies, and schedules that include Staff

11 recommendations to the Commission. I am also responsible for testifying at formal

12 hearings on these matters.

13

14

15

Q- Please describe your educational background and professional experience.

16

I received a Masters of Business Administration with an emphasis in Accounting from

Pace University. I am a Certified Public Accountant and a Certified Internal Auditor.

17

18

19

I have participated in multiple rate, financing and other regulatory proceedings. I attended

the National Association of Regulatory Utility Commissioners ("NARUC") Utilities Rate

20 School.

21

22

23

24

25

26

A.

A.

A.

I began employment with the Commission as a utilities regulatory analyst in April 2006.

Prior to joining the Commission, I worked as an Auditor at the Department of Economic

Security and Department of Revenue in the Taxpayer Assistance Section. Prior to those

jobs, I worked for 15 years as an Auditor, Analyst, Financial Analyst, and Budget

Manager at United Illuminating, an investor-owned electric company in New Haven, CT.
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1 Q. What is the scope of your testimony in this case?

2

3

4

5

6

7

8

9

10

I am presenting Staffs analysis and recommendations in the areas of rate base, operating

revenues and expenses, and revenue requirement, regarding the Anthem Water District

and Sun City Water District included in the application of Arizona-American Water

Company ("AAWC" or "Company") for a permanent rate increase. Staff witness Gary

McMurry is presenting Staff' s analysis and recommendations in the areas of rate base,

operating revenues and expenses, and revenue requirement, regarding the Anthem/Agua

Fria Wastewater District, the Sun City Wastewater District, and the Sun City West

Wastewater District. Staff witness Juan Manrique is presenting Staff" s cost of capital

recommendations. Staff witness Jeff Michlik is presenting rate design recommendations.

11 Staff witness Dorothy Hairs is presenting Staff' s engineering analysis and

12 recommendations.

13

14 Q. What is the basis of your recommendations?

15

16

17

18

19

20

I performed a regulatory audit of the Anthem Water District and Sun City Water District

included in AAWC's application to determine whether sufficient, relevant, and reliable

evidence exists to support the Company's requested rate increases. The regulatory audit

consisted of examining and testing the financial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Commission-adopted NARUC Uniform System of Accounts

21

A.

A.

("USOA").
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1

2

BACKGROUND

Q. Please describe the Company's operations.

3

4

A. American Water Works Company, Inc. ("AWW") is a holding company whose major

subsidiaries provide water and wastewater services in 20 states. AWW is the largest

investor-owned water and wastewater company in the United States. It is also Arizona's

largest investor-owned water and wastewater utility, serving approximately 100,000 water

customers and 50,000 wastewater customers in the state.

5

6

7

8

9

10

11

12

13

14

15

16

17

AWW has undertaken several ownership changes over the past several years. Until 2003 ,

AWW was a publicly-traded company headquartered in Voorhees, N.J. In 2003, AWW's

stock was acquired by RWE Aktiengesellschaft ("RWE") (a German company) and

became a wholly-owned subsidiary of RWE. In 2005, RWE announced its intention to

exit from its water activities in the U.S. and elsewhere and, in connection with this, sold

approximately 63.2 million shares in an initial public offering of AWW's shares. This

sale amounted to approximately 40 percent of AWW's shares now being owned by the

investing public and the remaining 60 percent still owned by RWE. During the 4th

quarter of 2009, RWE fully divested its remaining ownership of AWW through the

consummation of additional public offerings and all associated board members have

resigned from the Board of Directors. AWW is listed on the New York stock exchange as

AWK.

18

19

20

21

22

23

24

25

As noted above, AWW owns a number of water and wastewater subsidiaries that operate

in 32 states throughout the U.S. One of these is AAWC. AWW also owns non-regulated

subsidiaries. AWW raises debt capital for its subsidiaries through its financing subsidiary

American Water Capital Corp.
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1

2

3

4

5

6

7

8

9

The application is for two water systems and three wastewater systems owned by AAWC.

Those systems include Anthem Water, Sun City Water, Anthem/Agua Fria Wastewater,

Sun City Wastewater and Sun City West Wastewater.

My testimony addresses the Anthem Water District's and the Sun City Water District's

rate increase requests. The Anthem Water District serves approximately 8,700 customers

and provides water utility service to the Anthem community. The Sun City Water District

is the Company's second largest water district serving over 23,000 customers. It covers

roughly 18 square miles and includes all of Sun City and the Town of Youngtown, as well

as small sections of Peoria and Surprise.

Q. What are the primary reasons for the Company's requested permanent rate

increase?

The Company's application states that it has lost over $31 million since AWW purchased

the assets of Citizens Water Resources in 2002 and that it lost $1.8 million in 2008 and

$4.6 million in 2007. The Company further states that its times interest earned ratio

("TIER") was 0.44 at the end of 2006 and 0.52 at the end of 2008. The Company states

that a TIER of less than 1.0 is not sustainable in the long term.

CONSUMER SERVICE

Q- Please provide a brief history of customer complaints received by the Commission

regarding AAWC.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.

A. Staff reviewed the Commission's records for the period January 1, 2007, through February

9, 2010, and found:
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l For Anthem Water District, there were 14 complaints and 71 opinions, all opposed to the

2 rate increase.

3

4

5

6

7

For the Sun City Water and Wastewater Districts, there were 36 complaints and 126

opinions, all opposed to the rate increase. The Sun City Water and Wastewater Districts

complaints and opinions are combined because most were not clear regarding which of the

two systems was being referenced.

8

9 Of the complaints received for all systems in this docket, eleven have not been resolved.

10

11 SUMMARY OF PROPOSED REVENUES

12 Q. Please summarize the Company's filing for the Anthem Water District and the Sun

13 City Water District.

14 The Company proposal for each system is shown below.

Svstem
Anthem Water
Sun City West Water

Overall

Test Year Revenue
$ 7,483,274
$ 9,283,101

s 16,766,375

Company Proposed
$ 14,751,446
$ 11,814,231

$ 26,565,677

Increase
38 7,268,172
s 2,531,130

s 11,557,879

% Increase
97. 13%
27.27%

68.93%

15

16 Q. Please summarize Staff's recommended revenue.

17 Staff' s recommendation for each system is shown below.

System
Anthem Water
Sun City West Water

Overall

Test Year Revenue
$ 7,483,274
s 9,283,101

$ 16,766,375

Staff-Recommended
S 13,421,942
$ 11,293,188

$ 24,715,130

$ Increase
s 5,938,668
$ 2,010,087

$ 7,948,755

% Increase
79.36%
21.65%

47.41%

18

A.

A.



Direct Testimony of Gerald Becker
Docket No. W-01303A_09-0343 et al
Page 6

1

2

Q- Please compare Staff's recommended revenue requirement with the Company's

proposal.

3 A. Below is a comparison of Staff" s recommended and the Company's proposed revenue

requirements:4

5

System
Anthem Water
Sun City West Water

Company-Proposed
$ 14,751,446
s 1 1,814.231

Staff-Recommended

$ 13,421,942

S 1 1 ,293, 188

58 Difference
($1,329,523)
($521,043)

% Difference
(9.0 l %)
(4.41 %>

6

7

8

9

10

11

12

13

14

15

16

17

Anthem Water District:

For the Anthem Water District, the Company proposes a revenue increase of $7,268,l72,

or 97.13 percent, from $7,483,274 to $144751,446 The proposed revenue increase would

produce an operating income of $4,898,781 for an 8.53 percent rate of return on an

original cost rate base ("OCRB") of $57,430,024. Staffs revenue requirement of

$13,421,942 represents an increase of $5,938,668, or79.36 percent, for a 7.20 percent rate

of return on a Staff-adjusted OCRB of $57,368,047

Sun City Water District:

For Sun City Water, the Company proposes a revenue increase of $2,531,130, or 27.27

percent, from $9,283,101 to $11,814,231. The proposed revenue increase would produce

an operating income of $2,404,271 for an 8.53 percent rate of return on an OCRB of

$28,186,062 Staffs revenue requirement of $11,293,188 represents an increase of

$2,010,087, or 21 .65 percent, for a 7.20 percent rate of return on a Staff adjusted OCRB of

$27,953,979.

18

19

20

21

22

23

24

25

Q- What Test Year did the Company utilize for this filing?

A. AAWC's rate filing is based on the twelve months ended December 31, 2008 ("test

year").
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1

2

3

4

Q- Please summarize the rate base and operating income recommendations and

adjustments addressed in your testimony for AAWC.

A summary of my testimony on rate base and operating income for both Water District

follows:

5

6 Anthem Water District - Staff-Recommended Rate Base Adjustments:

Plant in Service -

Working Capital

7

8

9

10

This adjustment reclassifies $22,289 of plant between two accounts.

- This adjustment decreases the cash working capital component of

Working Capital by $13, 125.

- This adjustment decreases the accumulated

deferred income tax debit by $18,580 to reflect an amount consistent with that shown in

the Company's audited financial statements.

Accumulated Deferred Income Taxes

11

12

13

14

Contributions in Aid of Construction ("CIAC") associated with Construction Work

in Progress ("CWIP") .... This adjustment increases CIAC by $30,271 by reversing the

Company's pro forma entry to remove CIAC associated with CWIP.15

16

This adjustment increases Fuel and Power Expense by

$83,883 to reflect the Company's updated calculation of power costs associated with the

recently approved increases to APS' rates and to correct some computational errors in the

Company's original filing.

Anthem Water District - Staff-Recommended Operating Income Adjustments:

Fuel and Power Expense -

17

18

19

20

21

22

23

24

A.

This adjustment decreases Customer Accounting

Expense by $33,363 to reflect Staffs recalculation of the Bad Debt Expense that is

included in the Customer Accounting Expense.

Customer Accounting Expense
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1 Depreciation Expense

2

3

4 Income Tax Expense

5

This adjustment decreases Depreciation Expense by $94,l 16 to

reflect application of Staff" s recommended depreciation rates to Staffs recommended

plant balances in this proceeding.

- This adjustment increases income taxes by $22,370 to reflect the

application of statutory State and Federal income tax rates to Staff" s test year taxable

income.6

7

8

Rate Case Expense- This adjustment decreases Rate Case Expense by 812,500 to reflect

Staff' s removal of rate case expense associated with prior proceedings.

9

10

11

Sun Citv Water District .- Staff-Recommended Rate Base Adiustments°

Plant in Service and Accumulated Depreciation

12

-- This adjustment decreases Plant in

Service and Accumulated Depreciation by $149,497 and $22,008, respectively, for

13

14 Working Capital

15

"Youngstown Plant" that the Company could not support.

This adjustment decreases the cash working capital component of

Working Capital by $16,452.

16 Accumulated Deferred Income Taxes This adjustment decreases the accumulated

17

18

deferred income tax debit by $49,151 to reflect an amount consistent with that shown in

the Company's audited financial statements.

19 CIAC associated with CWIP

20

...- This adjustment increases CIAC by $38,991 by reversing

the Company's pro forma entry to remove CIAC associated with CWIP.

21

22

23

Sun City Water District - Staff-Recommended Operating Income Adjustments:

Fuel and Power Expense -

24

25

Two adjustments increase Fuel and Power Expense by a net

amount of $228,562. The first adjustment is a $248,073 increase to reflect the Company's

updated calculation of power costs reflecting the recently approved increases to APS'
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1

2

3

4

Chemicals Expense

5

6

Customer Accounting Expense

7

8

9

rates and to correct some computational errors in the Company's original filing. The

second adjustment removes $l9,511 due to non-account water in excess of 10 percent.

This adjustment decreases Chemicals Expense by $367 to reflect

Staff-recommended disallowance due to non-account water in excess of 10 percent.

This adjustment decreases Customer Accounting

Expense by $83,158 to reflect Staff recalculation of the Bad Debt Expense that is included

in the Customer Accounting Expense.

Miscellaneous Expense-- This adjustment decreases Miscellaneous Expense by $8,386 to

reflect Staff's recalculation of the Water Testing Expense that is included in

Miscellaneous Expense.

This adjustment decreases Depreciation Expense by $8,167 to

reflect Staff" s recommended plant balances and depreciation rates recommended in this

proceeding.

Depreciation Expense

10

11

12

13

14

15

16

Income Tax Expense - This adjustment decreases income taxes by $42,082 to reflect the

application of statutory State and Federal income tax rates to Staff" s test year taxable

income.

Rate Case Expense- This adjustment decreases Rate Case Expense by $12,500 to reflect

Staffs removal of rate case expense associated with prior proceedings.

17

18

19

20

21

22

23

24

RATE BASE

Q- Did the Company prepare a schedule showing the elements of Reconstruction Cost

New Rate Base?

A. No, the Company did not. The Company requested that its OCRB be treated as its fair

value rate base.
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ANTHEM WATER RATE BASE ADJUSTMENTS

Q. Is Staff proposing any adjustments to rate base in this system?

A. Yes.

1

2

3

4

5

6

Q- Please summarize Staff's adjustments to Anthem Water's rate base shown on

Schedules GWB-3, GWB-4, GWB-5, and GWB-7.

Staffs adjustments to the Company's rate base resulted in a net decrease of $6l,977, from

$57,430,024 to $57,368,047. This decrease was due to recalculating cash working capital,

recalculating accumulated deferred income taxes, and including the CIAC associated with

7

8

9

10

11

12

13

14

CWIP.

Rate Base Adjustment No. 1 - Plant in Service

Q. What did the Company propose for Plant in Service for Accounts 304300 Structures

and Improvements, Water Treatment, and Account 320100, Water Treatment

Equipment Non-media?

The Company proposes balances of $1,058,498 and $10,952,910 for accounts 304300 and

320100, respectively.

15

16

17

18

19

20

21

Q. What is the nature of Staff's adjustments to these plant accounts?

During its engineering review, Staff determined that $22,289 should be reclassified from

account 304300 to account 320100.

22

23

24

25

Q- What does Staff recommend?

A.

A.

A.

A.

Staff recommends the transfer of $22,289 from account 304300 to 320100, as shown in

Schedules GWB-4 and GWB-5.
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1

2

Rate Base Adjustment No. 2 - Working Capital

Q, Please describe the working capital adjustment to rate base.

3

4

5

6

7

8

A. Working capital is a collective term that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedules GWB-6

and GWB-7 provide the calculations of the Company's proposed cash working capital and

Staff's recommended adjustments to the cash working capital. Staffs adjustments relate

to the cash working capital component only.

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added to or subtracted from the Company's rate base.

Q. Did the Company perform a lead lag study and a computation of cash working

capital in this case?

Yes. The Company's information supporting its cash working capital component and the

Company's calculation thereof are shown in Schedule GWB-6.

Q. Was Staff able to use the Company's study to calculate cash working capital?

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

A.

A. Yes.
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Q. Does Staff agree with the results of the Company's lead lag study?1

2

3

4

with one exception, Staff agrees with the number of days proposed by the Company for

its lead lag computation.

Q. Please explain.

Staff does not agree with the Company's calculation of lead days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

Q- What does Staff recommend for the treatment of Bad Debt Expense?

Staff recommends that Bad Debt Expense not be considered in the lead lag computation

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting should be 20.31 days.

Q- Does Staff have other concerns with the computation of cash working capital?

Yes .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- Please explain.

A.

A.

A.

A.

A.

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staff' s calculation reflects Staff' s adjusted test year expenses as

reflected in Schedule GWB-1 l, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.
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1

2

Q- Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

3

4

5

6

7

8

9

10

11

12

13

Q. Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital,

14

15

16

17

18

19

20

21

Q. Was Staff able to produce its own estimates of cash working capital for this system?

22

Yes. As indicated in Schedule GWB-7, Staff recomputed the cash working capital for the

Anthem Water District and provides a comparison of the Staff-recommended total with

the Company's proposal.

23

24

25

26

Q. What does Staff recommend?

A.

A.

A.

A. Staff recommends approval of the recalculated cash working capital amounts as shown for

the Anthem Water District in Schedules GWB-4 and GWB 7.
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1

2

3

4

Rate Base Adjustment No. 3 - Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four factor allocation.

Q. How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

agree the total amount subject to allocation to the amount reflected in the Company's

audited financial statements.

5

6

7

8

9

10

11

12

13

14

Q- Was Staff able to reconcile the two amounts?

15

No. Staff noted that the total used by the Company to calculate its allocations was based

on approximately $l3.026 million, while the accumulated deferred income tax receivable

in the Company's audited financials was $12,689 million, a difference of approximately

$336,000.

Q- What does Staff recommend?

Staff recommends that the accumulated deferred income taxes be recalculated based on

the total amount reflected in the Company's audited financials. This calculation is shown

in Schedule GWB-8.

16

17

18

19

20

21

22

23

24

25

26

Rate Base Adjustment No. 4 - CIAC Associated with CWIP

Q. Please describe how CIAC (and AIAC) relate to plant in service and rate base.

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

A.

A.

A.
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1

2

3

4

is a component of rate base. CIAC and AIAC are also components of rate base. As

components of rate base, plant in service differs from CIAC and AlAC in that plant

increases rate base and CIAC and AIAC decrease rate base. Plant that is under

construction (CWIP) is normally not a component of the rate base calculation. Thus,

funds or plant received as CIAC or AIAC that are funding CWIP are included in the rate5

6 base calculation while the CWIP is not included in the rate base calculation. As a result,

the plant funded by CIAC or AIAC that is included in the rate base calculation may or

may not equal the CIAC and AIAC that has been received and is reflected in the rate base

calculation.

Q. Please describe the Company's position.

The Company asserts that it has received CIAC related to plant that is not yet completed

(i.e., CWIP) and so not reflected in its rate base. The Company further states that since

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

Q. Is the Company's position a departure from traditional ratemaking practices?

7

8

9

10

11

12

13

14

15

16

17

18

19

20

A. Yes. The Company's position is a departure from traditional ratemaking practices.

Q- Please explain.

According to the NARUC USOA account no. 271 , CIAC includes:21

22
23
24
25
26
27
28
29

A.

A.

Any amount or item of money, services or property received by a utility[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or construction costs of the utility's property,
facilities or equipment used to provide utility services to the public.
(Emphasis added).
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1

2

The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.

3

4

5

6

7

Further, the NARUC Rate Case and Audit Manually instructs that the impact of such

contributions for ratemaking is to "reduce the rate base as a source of non-investor

supplied capital." Accordingly, the Company's rate base should be reduced by the amount

ofCIAC.

8

9 Q- Did the Company request similar treatment of CIAC associated with CWIP in its last

10 rate filing?

11

12

Yes. In the Company's last rate case, Decision No. 71410, the Commission rejected the

Company's proposed treatment.

13

14 Q. What does Staff recommend?

15

16

17 base.

Staff recommends that the CIAC the Company asserts is associated with CWIP be

reflected in the CIAC balances used to calculate and properly reflect a reduction to rate

For the Anthem Water District, a $30,271 adjustment to increase CIAC is

18 appropriate .

19

20 ANTHEM WATER - OPERATING INCOME ADJUSTMENTS

21 Q. Is staff recommending any adjustments to operating income in this case?

22 Yes. Staff is recommending the following adjustments.A.

1 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at http://www.naruc.org/Publications/ratecase_manual.pd£

A.

A.
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1

2

3

4

5

6

Anthem Water Operating Income Adjustment No.1 - Fuel and Power Expense

Q. What is the Company proposing for Fuel and Power Expense?

A. For the test year, the Company proposes $1,259,637 for Fuel and Power Expense. The

amount proposed reflects an APS interim rate increase but not the increase ultimately

approved by the Commission.

7

8

9

10

11

Q. Does Staff agree with the Company's proposed amount?

No. The Company provided updated schedules to reflect the increase ultimately approved

in the recent APS rate case. The updated spreadsheet indicates that the Fuel and Power

Expense is expected to increase by $83,883 to $1,343,521.

12

13

14

Q. What is Staff's recommendation for Fuel and Power Expense?

15

16

Staff recommends an increase to Fuel and Power Expense of $83,883 from $1,259,637 to

$1,343,521 as shown in Schedule GWB-12.

17

18

19

20

Anthem Water Operating Income Adjustment No. 2 - Customer Accounting Expense

Q, What is the Company proposing for Customer Accounting Expense?

21

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect

customer annualization and increased postage expense for a total of $183,101. This

amount includes $67,224 for Bad Debt Expense.

22

23

24

25

26

Q- Does Staff agree with the Company's proposed amount?

A.

A.

A. No. The Company provided a spreadsheet detailing its three-year experience for Bad

Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is 0.45

percent of revenues. Staff recalculated Bad Debt Expense based on Staff" s recommended
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1 test year revenues of $7,483,274 and determined the Bad Debt Expense to be $33,861, or a

difference of $33,363 .2

3

4 Q. What is Staff recommending for Customer Accounting Expense?

5

6

7

8

9

Staff is proposing a decrease to Customer Accounting Expense of $33,363, from $183,101

to $149,738, to remove the excess Bad Debt Expense, as shown in Schedules GWB-11

and GwB-13.

Anthem Water Operating Income Adjustment No. 3 - Depreciation Expense

What amount of depreciation expense is the Company proposing?Q.

AAWC is proposing depreciation expense of $2,399,893

Q. What are the components of the Company's proposed depreciation expense?

The Company-proposed depreciation expense consists of test year depreciation expense

plus pro forma adjustments to recognize depreciation on post test year plant additions and

the amortization of CIAC.

Q. How did AAWC calculate each component of its proposed depreciation expense for

each of the five systems?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q, Did Staff recompute the Company's depreciation expense?

A.

A.

A.

A.

A.

Yes. Staff recomputed depreciation expense based on Staffs recommended total plant in

service and the depreciation rates recommended in this proceeding. Staff uses the same
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1

2

3

methodology as the Company to calculate depreciation expense. Staffs calculation

differs from the Company's due primarily to the use of Staff's recommended depreciation

rates in this proceeding. Staff and the Company reduced depreciation expense for the

amortization of CIAC in accordance with the NARUC USOA.

Q- What is Staff's recommendation?

4

5

6

7

8

9

10

11

Staff recommends a decrease in depreciation expense of $94,116 from $2,399,893 to

s2,305,776.

Anthem Water Operating Income Adjustment No. 4 - Income Taxes

Q. What is the Company proposing for test year Income Tax Expense?

A. The Company is proposing a negative $759,675 for test year Income Tax Expense.12

13

14

15

16

Q. How did Staff calculate test year income tax expense?

17

18

19

20

Staff calculated test year income tax expense by applying the statutory State and Federal

income tax rates to Staff" s adjusted test year taxable income as shown on Schedule

GWB-2. Since the Company files a consolidated tax return with other systems and the

average and marginal tax rates are 34 percent when federal taxable income is over

$335,000, Staff has assigned a 34 percent federal tax rate to the test year income.

Q- Did Staff prepare a schedule showing the computation of test year income taxes?21

22

23

24

Yes. Staff" s computation of income taxes is shown in Schedule GWB-2.

Q- Did Staff make any adjustments to test year Income Tax Expense?

25

26

A.

A.

A.

A. Yes. Staffs adjustment reflects Staffs calculation of the income tax expense based upon

Staffs adjusted test year taxable income, as shown in Schedule GWB-2.
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1 Q. What is Staff's recommendation?

2

3

Staff recommends increasing test year Income Tax Expense by $22,370, from negative

$759,675 to negative $737,305, as shown in Schedules GWB-11 and GWB-2.

4

5

6

Anthem Water Operating Income Adjustment No. 5 - Rate Case Expense

What did the Company include in rate case expense?Q.

7

8

9

In its calculation of rate case expense, the Company included $12,500 for its "Expected

Unamortized Balance as of 9/2010" of $37,500 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

10

11 Q- Please explain Staff's position.

12

13

14

Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered rate case expense related to prior proceedings. Staffs

recommendation reflects "normalization" as opposed to "amortization" of rate case

15 expense.

16

17 Q- Please explain the technical distinction between normalization and amortization.

18

19

20

Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent

proceedings and included as test year expense in the future proceeding with no

21 consideration of unrecovered amounts associated with activity in the prior case. In

22

23

24

25

26

A.

A.

A.

A.

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost-free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are
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l

2

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.

3

4 Q- What does Staff recommend?

5

6

As shown in Schedule GWB-16, Staff recommends a decrease in Rate Case Expense of

$12,500 from $64,489 to $51,989 for the amount that the Company proposes to include

from prior proceedings.7

8

9

10

Anthem Water - Propertv Taxes

Q. What is the Company proposing for Test Year Property Tax Expense?

11

12

13

14

15

16

A. In its revised calculation, the Company is proposing $292,953 for Test Year property tax

expense. The Company's proposed property tax expense is calculated on the modified

Arizona Department of Revenue ("ADOR") methodology typically adopted by the

Commission for water and wastewater utilities. The results from using this methodology

are primarily dependent upon the test year and proposed revenues. In other words, each

revenue requirement has its own property tax expense in the same manner as each

operating income has its own income tax expenses. Although the results for this

methodology are frequently referred to as Test Year amounts, in fact, the results are

representative of the average expected property tax over a subsequent three-year period

based partially on proposed revenues. The Company's calculation of proposed property

taxes is representative only of the Company's proposed revenues. Therefore, if the

Commission were to adopt any revenue requirement other than that proposed by the

Company, the Company's proposed property tax would not correspond with the adopted

17

18

19

20

21

22

23

24

A.

revenues.
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1 Q Has Staff developed a solution to address the dependent relationship between

Property Tax Expense and revenues

3 A Yes. Staff has included a factor for property taxes in the Gross Revenue Conversion

Factor ("GRCF") (see Schedule GWB-2) that automatically adjusts the revenue

requirement for changes in revenue in the same way that income taxes are adjusted for

changes in operating income. This flexible method will accurately reflect Property Tax

Expense at any authorized revenue level. This refinement removes the need to include

proposed revenues in the calculation of Test Year Property Tax Expense and allows for

accurate calculation of Property Tax Expense at the Test Year revenue level

Q What did Staff calculate for Test Year Property Tax Expense11

12 A Staff calculated $292,953 for Test Year Property Tax Expense, as shown in Schedule

GWB-17

15

16

Q What isStaff recommending

A Staff recommends adopting the Company's Test Year Property Tax Expense of $292,953

as shown in Schedule GWB-17. Staff fuNner recommends adoption of its GRCF that

includes a factor for Property Tax Expense, as shown in Schedule GWB-2.18

19

20

21

22

Q.

SUN CITY WATER - RATE BASE ADJUSTMENTS

Is Staff proposing any adjustments to rate base in this system?

Yes.

2 Schedule GWB-17 also shows calculations for Property Tax Expense of $375,727 for Staffs recommended
revenue.

A.
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1 Q.

2

Please summarize Staff's adjustments to Sun City Water's rate base shown on

Schedules GWB-3 through GWB-9.

3

4

5

6

Staffs adjustments to the Sun City Water's rate base resulted in a net decrease of

$232,083 from $28,186,062 to $27,953,979. This decrease was primarily due to removing

unidentified plant, recalculating cash working capital, recalculating accumulated deferred

income taxes, and including CIAC associated with CWIP.

7

8

9

Rate Base Adjustment No. 1 - Plant in Service and Accumulated Depreciation

What did the Company propose for Plant in Service and Accumulated Depreciation?Q.

10

11

The Company proposes Plant in Service and Accumulated Depreciation balances of

$63,616,417 and $l8,973,897, respectively.

12

13 Q- What is the nature of Staff's adjustments to Plant and Accumulated Depreciation?

14 In reviewing the Company's supporting documentation, Staff noted reconciling items in

15 the Company's work papers for "Youngtown Plant" of $127,489. Staff asked the

16

17

18

19

20

Company to explain this item and the Company stated that it was a reconciling item

between the Company's books and the plant balances included in the rate base approved

in the previous rate case. Company personnel investigated this item further but were not

able to demonstrate its retirement from its plant records or to provide explanation to

support its inclusion in rate base in this proceeding.

21

22 Q- Did Staff explore this item further?

23

24

Yes. Staff reviewed previous rate proceedings and determined that the net plant amount

of $127,489 is comprised of Plant in Service of $149,497 and Accumulated Depreciation

A.

A.

A.

A.

3 See Docket No. WS-01303A02-0867, Surrebuttal Testimony of Darron Carlson, October 3 l, 2003, See Schedule
DWC-4, page 167 of218 of filing.
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of $22,008. Because the Company cannot provide documentation to support the inclusion

of this plant in rate base, Staff concludes that it should be removed

4 Q What isStaff recommending for the "Youngtown Plant"?

Staff recommends decreases to Plant in Service and Accumulated Depreciation of

$147,497 and $22.008, respectively, as shown in Schedules GWB-4 and GWB-5

8

9

Rate Base Adjustment No.2 - Accumulated Deferred Income Taxes

What did the Company include in accumulated deferred income taxes?Q

The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation

13 Q How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

agree the total amount subject to allocation to the amount reflected in the audited financial

statements of the AAWC

18 Q Was Staff able to successfully reconcile the two amounts?

No. Staff noted that the total used by the Company to calculate its allocations was based

on approximately $l3.026 million, while the accumulated deferred tax receivable in the

Company's audited financials was $12689 million, a difference of approximately

$336.000
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1 Q. What does Staff recommend?

2

3

4

Staff recommends that the accumulated deferred taxes be recalculated based on the total

amount reflected in the Company's audited financials. This calculation is shown in

Schedules GWB-6.

5

6 Rate Base Adjustment No. 3 - Working Capital

Q. Please describe the working capital adjustment to rate base.7

8

9

10

11

12

13

14

A. Working capital is a collective term that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. In its summary schedules

tiled in Docket, the Company aggregated these items as one line item. Staff Schedule

GWB-3 shows the composition of the Company's working capital by component and

Schedules GWB-7 and GWB-8 provide the calculations of the Company's proposed cash

working capital and show Staff's recommended adjustments to the cash working capital

Staffs adjustments relate to the cash working capital component only.

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.

Q. Did the Company perform a lead lag study in this case?

15

16

17

18

19

20

21

22

23

24

A.

A. Yes.
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1 Q. Was Staff able to use the Company's study to calculate cash working capital?

2 Yes.

Q. Does Staff agree with the results of the Company's lead lag study?

A. with one exception, Staff agrees with the number of days proposed by the Company for

its lead lag computation.

Q. Please explain.

Staff does not agree with the Company's calculation of lead days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes its Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

amount of cash working capital needed by the Company.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Q» What does Staff recommend for the treatment of Bad Debt Expense?

Staff recommends that Bad Debt Expense not be considered in the lead lag computation

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting should be 20.31 days.19

20

21

22

Q. Does Staff have other concerns with the computation of cash worldng capital?

A.

A.

A.

A.

Yes.
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1

2

Q. Please explain.

3

4

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staff' s calculation reflects Staff' s adjusted test year expenses as

reflected in Schedule GWB-l l, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.

5

6

7

8

9

10

Q. Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

11

12

13

14

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

15

16

17

18

19

20

21

22

23

24

Q. Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

A.

A.

A. Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.
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1

2

3

4

Q- Was Staff able to produce its own estimates of cash working capital for this system?

Yes. As indicated in Schedule GWB-7, Staff recomputed the cash working capital for the

Sun City Water system and provides a comparison of the Staff-recommended total with

the Company's proposal.

Q- What does Staff recommend?

Staff recommends approval of the recalculated cash working capital amounts as shown for

the Sun City Water system in Schedules GWB-4 and GWB-8.

5

6

7

8

9

10

11

12

13

14

Rate Base Adjustment No. 4 - CIAC Associated with CWIP

Please describe how CIAC (and AIAC) relate to plant in service and rate base.Q-

15

16

17

18

19

20

21

22

CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

is a components of rate base. CIAC and AIAC are also components of rate base. As

components of rate base, plant differs from CIAC and AIAC in that plant in service

increases rate base and CIAC and AIAC decrease rate base. Plant that is under

construction (CWIP) is normally not a component of the rate base calculation. Thus,

funds received as CIAC or AIAC that are funding CWIP are included in the rate base

calculation while the CWIP is not included in the rate base calculation;

plant included in the rate base calculation may not equal CIAC and AIAC funds received.

As a result, the

23

24

25

Q- Please describe the Company's position.

A.

A.

A.

A.

The Company asserts that it has received CIAC related to plant that is not yet completed

(i.e., CWIP) and not reflected in its rate base. The Company further states that since
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1

2

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

3

4 Q. Is the Company's position is a departure from traditional ratemaking practices?

5 Yes. The Company's position is a departure from traditional ratemaking practices.

6

7 Q. Please explain.

According to the NARUC USOA account no. 271 , CIAC includes:8

9

10

11

12

13

14

15

16

Any amount or item of money, services or property received by a utility[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or constriction costs of the utility's property,
facilities or equipment used to provide utility services to the public.
(Emphasis added).

17

18

The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.

19

20

21

22

Further, the NARUC Rate Case and Audit Manuals instructs that the impact of such

contributions for ratemaking is to "reduce the rate base as a source of non-investor

supplied capital." Accordingly, the Company's rate base should be reduced by the amount

of CIAC.23

24

25 Q. What does Staff recommend?

26

27

Staff recommends that the CIAC and AIAC funds the Company asserts are related to

CWIP be reflected in the CIAC and AIAC balances used to calculate and properly reflect

A.

A.

A.

4 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at http://www.naruc.org/Publications/ratecase_manual.pdi
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1

2

3

4

a reduction to rate base. For the Sun City Water District, a $38,991 adjustment to increase

CIAC is appropriate, as shown in Schedule GWB-9.

SUN CITY WATER - OPERATING INCOME ADJUSTMENTS

Q, Is staff recommending any adjustments to operating income in this case?

A. Yes. Staff is recommending the following adjustments.

Sun City Water Operating Income Adjustment No. 1 - Fuel and Power Expense

Q. What is the Company proposing for Fuel and Power Expense?

5

6

7

8

9

10

11

12

13

14

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect the

APS interim rate increase but not the APS increase ultimately approved by the

Commission. For the test year, the Company proposes $1,722,582 for Fuel and Power

Expense.

Q. Does Staff agree with the Company's proposed amount?

No. The Company provided updated schedules to reflect the increase ultimately approved

in the recent APS rate case and to correct some errors in the original filing. The updated

spreadsheet indicates that the Fuel and Power Expense is expense to increase an additional

$248,073 to $1,970,655, shown in Schedule GWB-12.

15

16

17

18

19

20

21

22

23

24

25

Q. What is Staff's recommendation for Fuel and Power Expense?

A.

A.

Staff recommends an increase to Fuel and Power Expense of $248,073 from $1,722,582 to

$l,970,655, as shown in Schedule GWB-12. A reduction to the $1,970,655 amount for

excess water losses is appropriate, as discussed below in Operating Expense Adjustment

No. 2.
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Sun Citv Water Operating Income Adjustment No. 2 - Water Loss Expense Adjustment re:

Fuel and Power and Chemicals Expense

Q. What is Staff recommending as an additional adjustment to Fuel and Power

Expense?

Staff is recommending a decrease of $19,511 from, $1,970,655 to $1,951,144 and shown

in Schedule GWB-13.

1

2

3

4

5

6

7

8

Q- Why is Staff recommending an additional adjustment to Fuel and Power Expense?

Staff is recommending this adjustment because the system's non-account water loss

exceeds 10 percent. For this system, non-account water is 11.1 percent.

Q- Please explain.

9

10

11

12

13

14

When non-account water exceeds 10 percent, Staff customarily adjusts Fuel and Power

Expense and Chemicals Expense proportionately.

15

16

Q. How is the calculation performed?

Staff divides the allowable system loss of 10 percent plus 1 by the actual system loss plus

l. In other words, Staff divides 110 percent by lll.l percent to determine the percent of

allowable costs. Then, Staff subtracts the percent of allowable costs from l to determine a

disallowance percentage.

17

18

19

20

21

22

Q- Please illustrate the calculation for this system.

23

24

25

26

A.

A.

A.

A.

A. Dividing 110 by 111.1 equals approximately 99.01 percent, which is the allowable

percentage. One minus the approximately 99.01 percent leaves approximately 0.99

percent as the disallowance percentage. Staff then applies the 0.99 percent to Fuel and

Power and Chemical Expenses to calculate the amount of disallowance. In this case, Fuel

and Power Expense has an interim value of $1,970,655, net of Operating Expense
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1

2

3

4

5

6

Adjustment No. 1. To the interim amount of $l,970,655, Staff applies the disallowance

percent of approximately 0.99 to determine that $19,511 should be disallowed from the

Fuel and Power Expense account, as shown in Schedule GWB-13.

A similar calculation to the Chemicals Expense of $37,037 results in a $367 disallowance,

as shown in Schedule GWB-13.

Q. What is Staff's recommendation for Fuel and Power and Chemicals Expense?

7

8

9

10

11

12

13

14

Staff recommends a net increase to Fuel and Power Expense of $228,562 ($248,073 less

l9,5ll) from $1,722,582 to $1,951,144 as shown in Schedules GwB-l2 and GWB-13.

Staff also recommends a decrease Chemicals Expense of $367 from $37,037 to 836,671 as

shown in Schedules GWB-13.

Sun Citv Water Operating Income Adjustment No. 3 - Customer Accounting Expense

Q. What is the Company proposing for Customer Accounting Expense?

A. Arizona-American is proposing a total of $235,348. The Customer Accounting Expense

amount includes $96,988 for Bad Debt Expense, as shown in Schedule GWB-14.

15

16

17

18

19

20

21

22

23

24

Q_ Does Staff agree with the Company's proposed amount?

A.

A.

No. The Company provided a spreadsheet detailing its three-year experience for Bad

Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is 0.15

percent of revenues. Staff recalculated Bad Debt Expense based on Staffs recommended

test year revenues of $9,283,101 and determined a Bad Debt Expense of $13,830, a

difference of$83,158.
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1

2

3

4

Q- What is Staff proposing for Customer Accounting Expense?

Staff is proposing a decrease to Customer Accounting Expense of $83,158, from $235,348

to $152,191, to remove the excess Bad Debt Expense, as shown in Schedules GWB-11

and GWB-14.

5

6 Sun Citv Water Operating Income Adjustment No. 4 - Water Testing Expense

Q. What is the Company proposing for Water TestingExpense?

A. Arizona-American is proposing water testing expenses of $12,173 which are included the

Miscellaneous Expenses of $300,084 in the testyear.

Q. Does Staff agree with the Company's proposed amount?

No. Staff has recalculated the Water Testing Expense to be $3,787, or $8,386 less than

the Company's proposed amounts.

7

8

9

10

11

12

13

14

15

16

Q. What is Staff recommendation for Miscellaneous Expense?

17

18

19

Staff recommends a decrease to Miscellaneous of $8,386 from $300,084 to $29l,698, as

shown in Schedule GWB~15 .

Sun City Water Operating Income Adjustment No. 5 -- Depreciation Expense

What amount of depreciation expense is AAWC proposing?Q-

AAWC is proposing depreciation expense of $1 ,565,706.

20

21

22

23

24

25

26

Q. What are the components of the Company's proposed depreciation expense?

A.

A.

A.

A.

A. AAWC proposed depreciation expense consists of test year depreciation expense plus pro

forma adjustments to recognize depreciation on post test year plant additions and the

amortization of contributions in aid of construction ("CIAC") .
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1

2

Q. How did AAWC calculate each component of its proposed depreciation expense for

each of the five systems?

3

4

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceedings.

Q. Did Staff recompute the Company's depreciation expense?

Yes. Staff recomputed depreciation expense based on Staff's recommended total plant in

service and the depreciation rates recommended in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staff's calculation

differs from the Company's due to the use of Staffs recommended plant in service, which

differs from the Company's, as well as some differences in the depreciation rates, and

differences in gross CIAC. Staff and the Company reduced depreciation expense for the

amortization of CIAC in accordance with the NARUC USOA.

Q. What is Staff's recommendation?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Staff recommends a decrease in depreciation expense of $8,167 from $1,565,706 to

$1,557,539.

Sun City Water Operating Income Adjustment No. 6 ._ Income Taxes

Q. What is the Company proposing for test year Income Tax Expense?

A. The Company is proposing $9,746 for test year Income Tax Expense.

21

22

23

24

25

26

Q- How did Staff calculate test year income tax expense?

A.

A.

A.

A.

Staff calculated test year income tax expense by applying the statutory State and Federal

income tax rates to Staffs adjusted test year taxable income as shown on Schedule GWB-
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1

2

3

2. Since the Company files a consolidated tax return with other systems and the average

and marginal tax rates are 34 percent when federal taxable income is over $335,000, Staff

has assigned a 34 percent federal tax rate to the test year income.

4

5

6

Q. Did Staff prepare a schedule showing the computation of test year income taxes?

Yes. Staffs computation of income taxes is shown in Schedule GWB-2.

Q. Did Staff make any adjustments to test year Income Tax Expense?

Yes. Staff" s adjustment reflects Staff" s calculation of the income tax expense based upon

Staff's adjusted test year taxable income, as shown in Schedule GWB-2.

Q- What is Staff's recommendation?

7

8

9

10

11

12

13

14

15

16

Staff recommends decreasing test year Income Tax Expense by $46,906 from $9,746 to

negative $37,160, as shown in Schedules GWB-2 and GWB-11 .

Sun Citv Water Operating Income Adjustment No. 7 - Rate Case Expense

Q. What did the Company include in rate case expense?

A. In its calculation of rate case expense, the Company included $12,500 for its "Expected

Unamortized Balance as of 9/2010" of $37,500 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

Q- Please explain Staff's position.

17

18

19

20

21

22

23

24

25

26

A. Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered rate case expense relate to prior proceedings. Staffs

recommendation reflects "normalization" as opposed to "amortization" of rate case

A.

A.

A.

expense .
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1 Q- Please explain the technical distinction between normalization and amortization.

2

3

4

5

6

7

8

9

10

11

12

Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, amortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.

13

14 Q. What does Staff recommend?

15

16

17

As shown in Schedule GWB-18, Staff recommends a decrease in Rate Case Expense of

$12,500 from $75,286 to $62,786 for the amount that the Company proposes to include

from prior proceedings.

18

19

20 Q-

Sun Citv Water Operating Income - Property Taxes

What is the Company proposing for Test Year Property Tax Expense for it water

21 division?

22

23

24

25

26

A.

A.

A.

The Company is proposing $156,074 for Test Year property tax expense. The Company's

proposed property tax expense is calculated on the modified ADOR methodology

typically adopted by the Commission for water and wastewater utilities. The results from

using this methodology are primarily dependent upon the test year and proposed revenues.

In other words, each revenue requirement has its own property tax expense in the same



Direct Testimony of Gerald Becker
Docket No. W-01303A-09-0343 et al
Page 37

manner as each operating income has its own income tax expenses. Although the results

for this methodology are frequently referred to as Test Year amounts, in fact, the results

are representative of the average expected property tax over a subsequent three-year

period based partially on proposed revenues. The Company's calculation of proposed

property taxes is representative of proposed revenues. Therefore, if the Commission were

to adopt any revenue requirement other than that proposed by the Company, the

Company's proposed property tax would not correspond with the adopted revenues.

1

2

3

4

5

6

7

8

9

10

12

13

14

Q- Has Staff developed a solution to address the dependent relationship between

Property Tax Expense and revenues"

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GWB-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax Expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of Test Year Property

Tax Expense and allows for accurate calculation of Property Tax Expense at the Test Year

revenue level.

Q. What didStaff calculate for Test Year Property Tax Expense?

15

16

17

18

19

20

21

Staff calculated $156,074 for Test Year Property Tax Expense as shown in Schedule

GWB-18.5

A.

A.

5 Schedule GWB-18 also shows calculations for Property Tax Expense of $168,342 for Staffs recommended
revenue.
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1

2

3

4

Q. What is Staff recommending?

Staff recommends adopting the Company's Test Year Property TaX Expense of $156,074.

Staff further recommends adoption of its GRCF that includes a factor for Property Tax

Expense as shown in Schedule GWB-2.

OTHER CONSIDERATIONS

Q, Are there other considerations that Staff would like to discuss?

A. Yes.

5

6

7

8

9

10

11

12

13

14

Q. Please explain.

Toward the end of the review, Staff became aware that the Company understated the total

amount of capital additions recorded for a well and other plant, known as plant #9 and

well locations 9.2 and 9.3. The total understatement is approximately $365,578. Further,

Staff also became aware that some items were recorded in incorrect accounts and should

be reclassified to the correct NARUC accounts.

Q- Will this omission increase the net base?

No. Staff is expects that there will be no impact on rate base.

Q- Please explain.

All of the additions to plant known as plant #9 and well locations 9.2 and 9.3 were

contributed to the Company by a developer and, therefore, should be offset by a

corresponding amount in Contributions in Aid of Construction.

Q. What isStaff recommending?

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

A.

A.

Staff asks that the Company address these corrections in it rebuttal testimony.
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1 Q- Does this conclude your Direct Testimony?

2 A. Yes, it does,
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$ 5,938,668$ 5,938,668
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Schedule GWB-1

REVENUE REQUIREMENT

LINE
n o. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

$ 57,430,024 $ 57,430,024 $ 57,368,047 $ 57,368,047

$ 514,449 $ 514,449 $ 548,175 $ 548,175

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1) 0.90% 0.90% 096% 0.96%

4 Required Rate of Return 8.53% 8.53% 7.20% 7.20%

$ 4,898,781 $ 4,898,781 $ 4,130,499 $ 4,130,499

$ 4,384,332 $ 4,384,332 $ 3,582,325 $ 3,582,325

5 Required Operating Income (L4 * L1)

6 Operating income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1 .6578 1.6578 1 .6578 1 .6578

8 Required Revenue Increase (LE * LE) $ 7,268,172 $ 7,268,172

9 Adjusted Test Year Revenue $ 7,483,274 $ 7,483,274 35 7,483,274 $ 7,483,274

$ 14,751,446 s 14,751,446 $ 13,421,942 $ 13,421,942

97.13% 97.13% 79.36% 79.36° /,

10 Proposed Annual Revenue (LB + LE)

11 Required Increase in Revenue (%)

12 Rate of Return on Common Equity (%) 12.25% 1225% 10.20% 10.20%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1 (revised)
Company Schedule A-1 (revised)
Staff Schedules GWB-2, GWB~3, and GWB-10



Staff
Recommended
Anthem Water
$
$
$

13,421 ,942
7,776,773
1 ,721,041

$ 3,924,128
6.9680%

$
$
$
$

273,433
3,650,695
1,241,236
1,241,236
1,514,669$

Test Year
Anthem Water

$
$
$

7,483,274
7,672,404
1,721,041

$ (1,910,172)
6.9580%

$
$
$
$

(133,101 )
(1,777,071)

(604,204)
(604,204)

$ (737,305)

$ 57,368,047
3.0000%

1,721,041$

ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS-01303A-09-0343
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Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C)LINE
NO. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor'
Revenue
Uncollectible Factor (Line 11)
Revenues (LI - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)

Subtotal (LE - L4)
Revenue Conversion Factor (L1 I L5)

100.0000%
0.2763%

99.7237%
39.4017%
60,3220%
1.657769

100.0000%
38.5989%
61 .4011%
D.4500%

7
8
9
10
11

Calculation of Uncollecttible Faction'
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - L8 )
Uncollectible Rate
Uncollectible Factor (LE * L10 ) 0.2763%

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%

12
13
14
15
16
17

Calculation of Effective Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and Slate income Tax Rate (L13 +L16) 3g85989%

100.0000%
38.59B9%
61 .4011%
1.3074%

0.8028%

18
19
20
21
22
23

Calculation of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GWB-17, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.4017%

$
$

4,130,499
548,175

24
25
26

Required Operating Income (Schedule GWB-1, Line 5)
AdjustedTesI Year Operating Income (Loss) (Schedule GWB-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 3,582,325

$
s

1,514,669
(737,305)

27
28
29

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 Les) $ 2,251,974

$

$
$

13,421,942
0.4500%
60,399
33,675

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L30 * L31)
Adjusted Test Year UncolIectib\e Expense
Required Increase in Revenue to Provide for Uncollectible Exp. $ 26,724

$
$

370,598
292,953

35
36
37

Property Tax with Recommended Revenue (GWB-17, Line 19)
Property Tax on Test Year Revenue (GWB-17, Col A, L16)
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 77,645

38 Total Required Increase in Revenue (L26 + L29 + L34+ L37) $ 5,938,668

(A) <8> (C)

39
40
41
42
43
44
45
46
47
48

Calculation of Income Tax:
Revenue (Sch GWB-9, Col,(C) LE, GWB-1, Col. (D). La)
Operating Expenses Excluding Income Taxes
Synchronized interest (L52)
Arizona Taxable Income (L39 - L40 - L41)
Arizona State income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L42 - L44)
Federal Tax @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L43 + L47)

49 Effective Tax Rate 34,0000%

50
51
52

Calculation of Interest Synchronization;
Rate Base (Schedule GWB-3, Col (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L50 X L51)
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Schedule GWB-3

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

90,684,602
12,905,766
77,778,836 $ $

90,684,602
12,905,766
77,778,836

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 2,511,217
117,946

2,393,271

$ 30,271 $ 2,541,488
117,945

2,423,54230,271

7 Advances in Aid of Construction (AIAC) 18,557,742 18,557,742

8 Imputed Reg AIAC

9 imputed Reg CIAC 326,764 326,764

10 Customer Meter Deposits 1 ,920 1 ,920

ADD.'

1 1 Deferred Income Tax Credits (Debits) 720,067 701,487

12 Cash Working Capital 73,130

(18,580)

(13,125) 60,005

30,693 30,69313 Prepayments

14 Supplies Inventory

15 Projected Capital Expenditures

55,281 55,281

16 Deferred Debits 51,714 51,714

17 Purchase Wastewater Treatment Charges

18 Original Cost Rate Base $ 57,430,024 $ (61 ,977) $ 57,368,047

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY -ANTHEM WATER
Docket No. ws-0130:sA-094343
Test Year Ended December 31, 2008

Schedule GWB-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

IA] [Bl [C] [D] [E] [9
LINE
no.

ACCT.
NQ. DESCRIPTION COMPANY

AS FILED
ADJ #1
GWB-5

ADJ #2
GWB-6

ADJ #3
GWB-7

ADJ #4
GWB-B

STAFF
ADJUSTED

PLANT/N SERVICE:
1
2
3
4
5

$ 4,719,239
6,014990

20,000

$
$ 4,719,239

6,014,990
20v000

6
7
B
9
10

4,724,837
21827,247
1 .05B,49B

112,567
110,558

(22,289)

4,724,837
2,827,247
1 ,036,209

112,667
110,668

11
12 305,278

405.221
92,902

245,768

305,27B
405,221
92,902

245,768

11,714,674 11,714,674

10,327
10,952,910

824,366
4,290,357
3,298,808

15,495,418
7,782.150
4,502,911
2,018,339

839,713
353,074
14,599

2,003,910

22,289
10,327

10,975,199
824,356

4,290,367
3,29B,BOB

15,496,418
7,782,150
4,502,911
2,018,339

839,713
353,074
14.599

2,003,910

160,531
24,847

125,754
60,218

160,531
24,847

125,754
50,218

17,286 17,255

301000 Organization
302000 Franchises
303200 Land & Land Rights SS
303300 Land & Land Rights P
303400 Land & Land Rights
303500 Land & Land Rights TD
303600 Land s. Land Rights AG
304100 Struck 8. Imp SS
304200 Struct & Imp P
304300 Struct & Imp WT
304400 Stnuct & Imp TD
304600 Struck & Imp Offices
304800 Struck & Imp Misc
305000 Collect & Impounding
306000 Lake, River & Other Intakes
307000 Wells & Springs
308000 Infiltration Galleries E. Tunne
310100 Power Generation Equip Other
311200 Pump Equip Electric
311300 Pump Equip Diesel
311500 Pump Equip Other
320100 VVT Equip Non-Media
320200 WT Equip Filter Media
330000 Dist Reservoirs 8 Standpipe
331001 TD Mains Not Classified by Size
331100 TD Mains min & Less
331200 TD Mains Gin lo Ein
331300 TD Mains 10in lo 16irr
333000 Services
334100 Meters
334200 Meier Installations
334300 Meier Vaults
335000 Hydrants
339100 Other P/E Intangible
339500 Other P/E TD
340100 Office Furniture & Equip
340200 Comp 5 Periph Equip
341100 Trans Equip L( Duty Trks
341200 Trans Equip Hvy Duty Trks
341300 Transportation Equipment - Other
341400 Trans Equip Other
342000 Stores Equipment
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
345000 Power OperatedEquipment
346100 Comm Equip Non-Telephone
346190 Remote Control & Instrument ti
346200 Comm Equip Telephone
346300 Comm Equip Other
347000 Miscellaneous Equipment

30,146
118,788

4,719
137,719

9,960
22,846
12,107

4

30,146
118,785

4,719
137,719

9.960
22,846
12,107

4

10,933 10,933

2.855
634745
274688

100,535
2.585

2,855
63,745
27,688

100,535
2,585

13
14
15
16
17
15
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
CB
39
40
41
42
43
44
45
46
47
pa
49
50
51
52
53
54
55
56
57
58
59
60
61
Hz
SO
64
65
65
67
68
SO

Allocated from Corporate
303600 Land & Land Rights AG
304510 Struct & Imp AG Cap Lease
304600 Struct & top Offices
304800 Struck 8. imp Misc
304620 Struck a Imp Leasehold
331001 Mains
339600 Other P/E CPS
340100 Office Furniture & Equip
340200 Camp 8. Periph Equip
340300 Computer Software
340330 Comp Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trks
343000 Tools,Shop_Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
34G100 Comm Equip Non-Telephone
346200 Comm Equip Telephone
346300 Comm Equip Other
347000 Misc Equipment

10,287
793
271

10,2B7
793
271

Phoenix Interconnect
Total Plant in Service
Amortization of Phoenix Interconnect
Accumulated Depreciation
New Plant in Service (L58 _ L 59) s

5,000,000
900684,602

116,667
12,789,099
77,778,836 s s s s s

5,000,000
90,6B4,602

116,6G7
12v789,099
77,778,836

LESS:
Contributions in Aid of Construction (CIAC) s s s 30,2712,511 ,217

117,946
2,393,271

181557,742
30,271

2,541 ,488
117,946

2 v423,542
18,557,742

70
71
72
73
74

75
76
77
78
79
B0
81
BE
83
BE

326,764 325,764

1 ,920 1,920

720,067
73,130

(18,580) 701 ,457
60,005(13,125)

55,281
30,693

55v281
30,693

85

BE

B7

BB

89

90

91

92

BE

Less: Accumulated Amortization
Net CIAC (L63 - L64)

Advances in Aid of Construction (AIAC)
imputed Reg Advances
imputed Reg CIAC
Accumulated Deferred Income Tax Credits
Customer Meter Deposits

ADD:
Accumulated Deferred Income Tax (Debits)
Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base $

51,714
577430,024 s $ (13,125) s (18,580) s (30,271) $

51 v714
57,368,047



ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31 , 2008

Schedule GWB-5

RATE BASE ADJUSTMENT #1 . PLANT IN SERVICE

LINE
NO.

ACCT

304300
320100

Description
Dist Reservoirs & Standpipe Plant
WT Equip Non-Media

[A]
COMPANY

AS
FILED
1,058,498

10,952,910

STAFF
ADJUSTMENTS

(22,2B9)
22,289

[C]
STAFF

AS
ADJUSTED

1,036,209
10,975,199

References:
Column [A]: Amounts included in plant balances periling.
Column (B): Per Engineering Report
Column (C): Column [A] plus Column [B]

[B]



ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS~01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-6

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL PER COMPANY

[A] [Bl [C] [D] [E]

LINE
NO DESCRIPTION

COMPANY
TEST YEAR

AS FILED
COMPANY

ADJUSTMENTS

COMPANY
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

754,087
625,435

1,259,637
103,351

1 ,933
1,158,078

209,326
105.808
71,553

183,101
33,826

754,087
625,435

1,259,637
103,351

1 ,933
1 ,158,078

209,326
105,808
71,553

183,101
33,826

12.00
50.92
22.70
8.73
4.55

14.77
(13.70)
(2.37)

(83.68)
10.09

9,049,047
31 ,844,918
28,588,352

901,789
8,803

17,106,549
(2,868,562)

(250,596)
(5,987,B70)
1,847,350

229,300
140,803
124,533
292,953
34,882

1,996,468

8.89
33.61
3000

191.29
13.35
30.13

106.25

2,039,440
4,732,543
3,735,990

56,040,163
465,547

60,153,581
183,058,231
390,465,286

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Other Corporate Pro Forma
General Taxes-Property
General Taxes-Other
Income Taxes
Interest
Total Operating Expenses 7,325,076

1 ,722,901
1,722,901

229,300
140,803
124,533
292,953

34,882
1,996,468
1,722,901
9,047,977

9,047,977

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Company Adjusted Expenses
Cash Working Capital
Company As Filed
Difference

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col [C]
Line 25 * Line 26/365 Dal
Co Schedule B-5

4315
46105

2.95
9,047,977

73,130
73,130

References:
Column [A]; Company Schedule C--1, plus revisions docketed August 21 , 2009
Column [B]; Staff adjustments to expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Per the Company's Lead Lag Study in this proceeding
Column [E]: Column [C] * Column [D]
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-7

RATE BASE ADJUSTMENT #2 . WORKING CAPITAL PER STAFF

[A] [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TESTYEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$ 754,087
625,435

1843,521

9,049,047
31 ,844,918
30,492,144B3,883

(103,351)

12.00
50.92
22.70
8.73
4.55

14.77
(13.70)
(2.37)

(83.68)
20,31

754,087
625,435

1,259,637
103,351

1 .933
1 ,158,078

209,326
105,808
71,553

183,101
33,826

(67,224)

1 ,933
1,158,078

209,326
105,808
71,553

115,877
33,826

8,803
17,106,549
(2,868,562)

(250,596)
(5,987,870)
2,353,207

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Other Corporate Pro Forma
General Taxes-Property
General Taxes-Other
income Taxes
Interest
Total Operating Expenses

229,300
140,803
124,533
292,953
34,882

1,996,468
1,722,901
9,047,977

59
(86,633)

229,300
140,803
124,533
288,011
34,BB2

1 ,996,468
1,722,960
8,956,402

BBL
3361
3000

191 29
13.35
30.13

106.25

$
$
$
$
$
$
$
$
$
s
$
$
$
$

$
$
$
$
$

2,039,440
4,732,543
3,735,990

55,094,788
465,547

60,153,581
183,064,500
391,034,030

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Filed
Staff Adjustment (L28-L27)

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 24 - 23
Line 20, Col [C]
Line 25 * Line 26/365 Dal
Co Schedule B-5
To GWB-4

43,65
46.105

2.45
8,956,402

80,005
73,130

(13,125)

References:
Column [A]: Per Company, See Schedule GWB-5, Col [C]
Column [B]; Staff adjustments to expenses, See Testimony GWB, or to Working Cap. Calculation
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Per the Company's Lead Lag Study in this proceeding
Column [E]: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY - ANTHEM WATER
Docket No. WS-D1303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB- 8

RATE BASE ADJUSTMENT #3 -ACCUMULATED DEFERRED INCOME TAXES

[B] [C]
STAFF

AS
ADJUSTED

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTSLINE

NO.
1
2
3

DESCRIPTION
Beginning Balance Per Decision No. 67093
Allocation Factor ,
Allocation to Anthem

$ 13,025,093 $
5.53%

720,068

(336,093) $
5.53%

(18,580)

12,689,000
5.53%

701,488

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] 8¢ [C], Line 2: Allocation rate to this system
Column [C], Line 'ii Allocable amount per audited financial statements times allocation rate
Column [A], [B] 8. [C], Line 3: Calculation of allocated amounts
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ARIZONA-AMERICAN WATER COMPANY .. ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB - 9

RATE BASE ADJUSTMENT #4 - CIAC ASSOCIATED WITH CWIP

[B]

LINE
NO.

1
DESCRIPTION

At December 31, 2008

[A]
COMPANY

AS
FILED
2,511 ,217

STAFF
ADJUSTMENTS

30,271

[C]
STAFF

AS
ADJUSTED

2,541 ,488

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB
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ARIZONA-AMERICAN WATER COMPANY - ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-12

OPERATING INCOME ADJUSTMENT #1 - POWER EXPENSE

LINE
NO, DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Total Adjusted Test Year Fuel & Power Expense $1259,637 $83,883 $1 ,343,521

Column (A): Co. Application Page C-2, Page 9
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-13

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debts included in Cust. Accounting

[A]
COMPANY
PROPOSED

$ 1 ,152,299
$ (361 ,154)
$ 791 v145

8.50%
67 v224$

LINE
n o .

1
2
3
4
5
6
7
8
9
10
11

Staff Test Year Revenues
3 year average Bad Debi Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp

$ 7,483,274
0.452%

$ 33,861

Adjustment $(33,363)

References:
Column [A], Company W orkpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GWB.
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staffs recommended Bad
Debt Expense, based on 3 year average
loss history times Staff's Test Year Revenues



Cot A
Col B
Col C

References;
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plan!
Col [A] times Col ill

ARIZDNA~AMERICAN WATER COMPANY . ANTHEM WATER
Docket No, WS-D1303A-09-0343
Test Year Ended December 31, 2008

Schedule GwB-t4

OPERATINGADJUSTMENT #3- DEPRECIATION EXPENSE

LINE
no.

ACCT.
no. DESCRIPTION

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

4,719,239
6,014,990

20,000

1
2
3
4
5
e
7
8
9

10
11
12
13
14
15

4,724,837
2,B27,247
1 ,0se,209

112,667
110,658

118,121
47,215
17,305
1,aa2
1.84a

305,278
405,221
92,982

245,768

7.632
10,131
2,341
4,915

11,714,674

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
157%
1.87%
1 .87%
1 .e7%
0.00%
2.50%
2.50%
2.52%
2.00%
4.42%
4.42%
4.42%
4.42%
7.08%
5.00%
1 .57%
1 . 53%
1.53%
1 .53%
153%
2.45%
8.67%
2.51%
2.51%
2.00%

517,7B9

10,327
10,975,199

824.366
4,290,367
3,298,808

15,496,418
7,782,150
4,502,911
2,018,339

839,713
353,074
14,599

2,603,910

456
774,549
41,21B
71,649
50,472

237,095
119,067
68,895
50.055
56,009
8,862

366
40,078

160,631
24,847

125,754
60,218

7,309
2,485

25,151
9,033

17,256 2,ea2

PLANT IN
301000
302000
303200
303300
303400
303500
303500
304100
304200
304300
304400
304600
304800
305000
306000
307000
308000
310100
311200
311300
311500
320100
320200
330000
331001
331100
331200
331300
333000
334100
334200
334300
335000
339100
339500
340100
340200
341100
341200
341300
341400
342000
343000
344000
345000
346100
346190
346200
346300
347000

SERV/CEI
Organization
Franchises
Land & Land Rt Hts SS
Land & Land Rights P
Land & Land Rights
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struct & Imp P
Struct a Imp WT
Struct & imp TD
Struct & Imp Offices
Struck & Imp Misc
Collect s. Impounding
Lake, River & Other intakes
Wells & Springs
Infiltration Galleries 8. Tunny
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
W'l' Equip Filter Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Sin to Bin
TD Mains 10in to 15in
Services
Meters
MeterInstallations
Meter Vaults
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture & Equip
Comp & Periph Equip
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Tris
Transportation Equipment - Other
Trans Equip Other
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Remote Control & Instrument ti
Comm Equip Telephone
Comm Equip Other
Miscellaneous Equipment

30,146
11B,7BB

4.719
137,719

9.960
22,846
12,107

4

4.55%
10.00%
20.00%
15.00%
20. 00%
16.67%
o. 00%
4. 14%
3. 71 %
5.14%

10.28%
9.78%
9.78%
4.93%
6.19%

1,248
4,407

243
14,158

972
2,230

597
0

0.00%303600
304510
304600
304800
304620
331001
339600
340100
340200
340300

10,933 14.20% 1 ,5s2

340330

2,ess
63,745
27,688

100,535
2,585

3.30%
4.04%

15.89%
37.71%
37.71%

94
2,575
4,400

37,912
975

340500
341100
343000
344000
345000
346100
345200
346300
347000

Allocated from Corporate
Land & Land Rights AG
Strict & Imp AG Cap Lease
Struck & Imp Offices
Struck 8- Imp Misc
Strict & Imp Leasehold
Mains
Other P/E cps
Office Furniture a. Equip
Comp & Periph Equip
Computer Software
Comp Software Other
Other Office Equipment
Trans Equip Lt Duty Trks
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Comm Equip Telephone
Comm Equip Other
Misc Equipment

10,287
793
271

9.76%
976%
7.91%

1,004
77
21

16
17
18
19
20
21
22
23
24
25
26
27
2B
29
30
31
32
33
34
35
KG
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
so
63
64
65
es
67
GB
69
70
71
72
73
74
75
76

Phoenix Interconnect
Total Plant in Service

5,000,000
90,684,602

2.50% 125,000
2,492,574

301000
302000
303200
303300

0. 00%
0.00%
000%
0. 00%

$

4,719.239
6,014,990

20,000
79,930,373 $ 2,492,574

112%

77
CB
79
80
81
82
83
a4
BE
86
87
88
BE

$ 2,541,488 s
s

Less Non Depreciable Plant
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment

1

s

107,543
79,255

2v305,776
2,399,893

(94,116)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-15

OPERATING INCOME ADJUSTMENT #4 - INCOME TAXES

LINE ACCT
no. no. DESCRIPTION

[C]
STAFF

RECOMMENDED

1 Income Taxes

[A]
COMPANY
PROPOSED

$ (759,675)

[B]
STAFF

ADJUSTMENTS

$ 22,370 $ (737,305)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-16

OPERATING INCOME ADJUSTMENT #5 . RATE CASE EXPENSE

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 RATE CASE EXPENSE $ 64,489 $ (12,500) $ 51,989

References:
Column (A), Company Schedule C-2
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)



STAFF
RECOMMENDED

LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

ARIZONA-AMERICAN WATER COMPANY . ANTHEM WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-17

OPERATING INCOME PROPERTY TAX EXPENSE GRCF COMPONENT

[A] [B]

$ 7,483,274
2

14,966,548
7,483,274

22,449,822
3

7,483,274
2

14,966,548
4,586

$ 7,483,274
2

14,966,548
13,421,942
28,388,490

3
9,462,830

2
18,925,660

13,454

14,971,134
22.0%

3,293,649
8.89%

292,953
292,953

18,939,114
22.0%

4,166,605
8.89%

$
$
$ 0

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

19
20
21

$
$
$

370,598
292,953

Staff Adjusted Test Year Revenues - 2007
W eight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement 77,645

22
23
24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

77,645
5,938,668
1 .30745%

REFERENCES:
Line 15: Composite Tax Rate, per Company
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GW B-1, Line 8



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

DIRECT TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB~
GWB-
GWB-
GWB-
GWB-
GWB-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1 PLANT AND ACCUMULATED DEPRECIATION
6 RATE BASE ADJUSTMENT #2 - ACCUMULATED DEFERRED INCOME TAXES
7 RATE BASE ADJUSTMENT #3 - WORKING CAPITAL PER COMPANY
8 RATE BASE ADJUSTMENT #3 - WORKING CAPITAL PER STAFF
9 RATE BASE ADJUSTMENT #4 - CIAC ASSOCIATED WITH CWIP
10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - POWER EXPENSE
13 OPERATING INCOME ADJUSTMENT #2 - EXCESS WATER LOSS
14 OPERATING INCOME ADJUSTMENT #3 - BAD DEBT EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - WATER TESTING EXPENSE
16 OPERATING INCOME ADJUSTMENT #5- DEPRECIATION EXPENSE
17 OPERATING INCOME ADJUSTMENT #6 - INCOME TAXES
18 OPERATING INCOME ADJUSTMENT #7 - RATE CASE EXPENSE
19 OPERATING INCOME PROPERTY TAX EXPENSE GRCF COMPONENT



$ 2,010,0872,010,087$

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

$ 28,186,062 $ 28,186,062 $ 27,953,979 $ 27,953,979

$ 861 ,084 $ 861,084 $ 787,181 $ 787,181

1 Adjusted Rate Base

2 Adjusted Operating Income (LOSS)

3 Current Rate of Return (L2 / L1) 306% 3.06% 2.82% 2.82%

4 Required Rate of Return 8.53% 8.53% 7.20% 7.20%

$ 2,404,271 $ 2,404,271 $ 2,012,686 35 2,012,686

$ 1,543,187 $ 1,543,187 $ 1 ,225,505 $ 1 ,225,505

5 Required Operating Income (L4 * L1)

6 Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1 .6402 1 .6402 1.6402 1 .6402

8 Required Revenue Increase (L7 * LE) $ 2,531,130 $ 2,531,130

9 Adjusted Test Year Revenue $ 9,283,101 $ 9,283,101 $ 9,283,101 $

$ 11,814,231 $ 11,814,231 $ 11,293,188 s

9,283,101

11,293,188

27.27% 27.27% 21.55% 2165%

10 Proposed Annual Revenue (L8 + LE)

11 Required Increase in Revenue (%)

12 Rate of Return on Common Equity (%) 12.25% 12.25°/> 10.20% 10.20%

References:
Column [A];
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-2, GWB-3, and GWB-10



Staff
Recommended
Sun City Water
$
$
$
$

11,293,188
8,542,442

838,619
1,912,127

6.9680%
133,237

1 ,778,890
604,822
604,822

$
$
$
$
$ 738,059

Test Year
Sun City Water

9,283,101
B,52B,255

838,619

$
$
$
$ (83,774)

6.9BB0°/9

$
$
$
$

(5,837)
(77,936)
(26,495)
(26,498)

$ (32,336

N/A
$ 27,953,979

3.0000%
838,619$

ARiZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-2

GROSS REVENUE CONVERSION FACTOR

(A) (8) (C)LINE
NO. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor'
Revenue
Uncoilecible Factor (Line 1 t)
Revenues (LI - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - L4)
Revenue Conversion Factor (L1 I L5)

100.0000%
0.0921%

99.9079%
38.9401%
60.9678%
1.640211

1000000%
3B.5989%
51 .4011%

01500%

7
8
9
10
11

Calculation of Uncollecffible Factor
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Factor (LE * L10 ) 0.0921%

100.0000%
6.9580%

930320%
34.D000%
31 .5309%

12
13
14
15
16
17

Calculation of Effective Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 3B.5989%

100.0000%
3B.5989%
51.4011%
0.5558%

0.3413%

18
19
20
21
22
23

Calculation of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GWB-17, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 3B,9401%

$
$

2,012,686
7B7,1B1

24
25
26

Required Operating Income (Schedule GWB-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 1,225,505

$
$

738,080
(32,338)

27
28
29

Income Taxes on Recommended Revenue (Col, (F), L52)
Income Taxes on Test Year Revenue (Col. (C), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 770,395

$

$
$

11,293,188
0150D%
16,940
13,925

30
31
32
33
34

Recommended Revenue Requirement (Schedule GWB-1, Line 10)
Uncollectible Rate (Line 10)
Uncollectible Expense on Recommended Revenue (L30 * L31)
Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. $ 3.015

$
$

167,246
156,074

35
36
37

Property Tax with Recommended Revenue (GWB-17, Line 20)
Property Tax on Test Year Revenue (GWB-17, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 11,172

38 Total Required Increase in Revenue (L26 + L29 + L34+ L37) s 2,010,087

(A) (B) (C)

39
40
41
42
43
44
45
46
47
48

Calculation of Income Tax:
Revenue (Sch GWB-9, Col.(C) Ls, GWB-1, Col. (D), Ls)
Operating Expenses Excluding Income Taxes
Synchronized interest (L52)
Arizona Taxable income (L39 - L40 .. L41)
Arizona State Income Tax Rate
Arizona Income Tax (L42 x L43)
Federal Taxable Income (L42 - L44)
Federal Tax @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L43 + L47)

50 Effective Tax Rate

51
52
53

Calculation of Interest Svnchrorzization:
Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt
Synchronized Interest (L50 X L51)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-3

RATE BASE _ ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

$ $ $1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

63,616,417
18,973,897
44,642,520 $

(149,497)
(22,008)

(127,489) $

63,466,920
18,951,889
44,515,031

LESS."

4
5
6

$ $ 38,991 $ 13,233,715
15,011

13,218,704

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

13,194,724
15,011

13,179,713 38,991

7 Advances in Aid of Construction (AIAC) 5,860,651 5,860,651

8 Imputed Reg AIAC

9 Imputed Reg CIAC

10 Accumulated Deferred Income Tax Credits

342,458 342,458

Customer Meter Deposits 2,450 2,450

ADD;

11 Accumulated Deferred Income Tax Debits 1,904,817 1 ,855,666

12 Cash Working Capital 416,111

(49,151)

(16,452) 399,659

118,894 118,894

51 ,086 51 ,086

13 Prepayments

14 Supplies Inventory

15 Projected Capital Expenditures

16 Deferred Debits 437,906 437,906

17 Purchase Wastewater Treatment Charges

18 Original Cost Rate Base $ 28,186,062 $ (232,083) $ 27,953,979

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERlCAN WATER c:ompAny .. SUN CITY WATER
Docket No. ws-o1:m3A-os-us4:s
Test Year Ended December 31, zoos

Schedule GWB-4

SUMMARYGF ORIGINAL CDST RATE BASEADJUSTMENTS

i n
COMPANY
AS FILED

[31 [Cl ID] [El [Fl
STAFF

ADJUSTED
LINE
no .

ACCT.
NO. DESCRIPTION ADJ #1

GWB-5
ADJ #2
GWB-6

ADJ #3
Gas-ns

ADJ #4
GWB-9

PLANT IN SERVICE.
s 471 s 4711

2
3
4
5
e
7
B
9
10
11
12
13
14
15
1 s
17
1 B
1 s
CB
21
zz
pa
24
25
be
27
i s
29
30
31
32
33
34
35
35
a7
CB
39
40
41
42
43

180.023
8.455

10.493
2.125

3.880.262
455.858
126.815
34.162

272.321
37340

13B6.98a
314

5.880.450

(70)
148.309

180.023
8.456

10.493
2.125

3,BBD2B2
456.858
126.815
34.152

272.321
37.340

1,386988
314

5.860.450

(70)
148.309

44

301000 Organization
302000 Franchises
303200 Land a Land Rights SS
303300 La nd & Land Rights P
303500 Land &Land Rights TD
303300 Land & Land Rights AG
304100 Stud 3 imp SS
304200 struoa & Imp P
304300 S¥ft.IC'l & Imp WT
304400 Struck & Imp TD
304500 Struck & Imp AG
304000 Struck & Imp Offices
304800 strict & lrnp Misc
305000 Collect a. Impounding
307000 Wells a. Springs
300000 Supply Mains
310000 Power Germeraiion Equip
310100 Power Generation Equrp Other
311200 Pump Equip Eilctrlc
311300 Pump Equip Diesel
311400 Pump Equip Hydraulic
311500 Pump Equip Other
320100 WT Equip Non-Media
330000 DistReservoirs 8 Standpipe
331001 TD Mains Not ClassiEed by Size
331 100 TD Mains min 8- Less
331200 TD Mains Sun to Bin
331300 TD Mains10in to 16in
331400 TD Malns 181na Grtr
333000 Servaceli
334100 Meters
334200 Meter instaiiatlons
335000 Hydrarits
339500 Other PIE TD
340100 Office Furniture & Equip
340200 Comp 8 PoriphEquip
340300 Computer Software
340310 Computer Software
340325 Computer Software Cultarn
340500 Other Of&Ge Equipment
341 100 Trans Equip Lt Duty Tris
341200 TransEquip Hay Duty Tris
341400 Trans Equip Other
342000 Stores Equipment
343000 ToolsShop,GarageEquip
344000 Laboratory Equlpment
345000 Power Operated Equiprnonf
346100 Comm Equip Non-Telephone
346190 Remote Control & Instrument
346200 Comm Equip Telephone
346300 Comm Eqijp Other

District Subtotal

1 CL1B6.725
213.440
16.219

142.073
407.001

1 477.247
6504.11 1

12.507 918
2.266.442

99.351
13.489

5.070.504
3.378.717

592.322
2.270.400

523
801 .216
305.121
25.335
9.105
7.377
3.854

1.095.594
23.777
0.233

20.030
259.034

9.500
151.899
221 .454
17.759
7.308

174 797
61 .409.451

10188725
213446
16.219

142073
407001

1.477.247
5504.111

12507918
2258442

99.351
13489

5.B'/5584
3.378.717

582322
2.270.400

523
B01 .216
305.121
25335
9105
7.3.7
3.854

1.095.594
23.777
B233

2D.D3B
259.034

9.560
151 .599
221 .454
17.755
7.308

174.797
51 .4DB.451

28920 28320

7.553
168625
?a24a

265949
6 839

7.553
168.825
73243

265949
8a39

27213
2.098

71?

27.213
2098

71?

Allocated from Corporate
303600 Land a Land Rights AG
304510 Strict a Imp AG Cap Lease
304600 Struck & ImpOffices
304800 Struck 8 Imp Mac
304620 Struck & Imp Leasehold
331001 Moans
339600 Other PIE CPS
340100 Office Furniture 8. Equip
340200 Comp 81 Perish Equip
340300 Computer Software
340330 Comp Software Other
340500 Other Office Equipment
341 100 Trans EqulpLtDuty Trks
343000 ToolsShop.Garage Equip
344000 Laboratory Equipment
345000 PowerOperated Equipment
346100 Comm Equp Non-Telephone
346200 Comm Equip Telephone
346300 Comm Equip Other
347000 MiscEquipment
3B0400 WW TD Equip Aux Eff! Trmt
393000 WW Tool Shop 8 GarageEquip

Corp Allocations Subiotitl 581.157 5B1157

Post Test Year Plant
Well5.1.

304100 Struct 81 Imp Supply
307000 Walls 8. Springs
309000 Supply Man
31 1200 Pumping Equipment
320100 WT Equip Non»Media
347000 Misc EqLnpmarrt

52719
5a0.171
46 550

423 724
1421 4
5 807

1123185

52.719
580.171
48,550

423,724
14214
5.BD7

1123185

Well 6 4 Rahabnlrhtion
304100 Struck & lmprSupply
307000 Wells & Springs
309000 SupplyMain
311200 PumpingEquipment
320100 WT Equip NonMed1a
334100 TD Mains 1 Bin & Grtr

1aao
182.268

1 220
294867
12.561
9.758

502625

1.830
182258

1 22o
294857
12681
9.?58

502625

Less
Youngstown Plant (149497) (149497)

Total Plant In Service 63 616417 (1 49.4971 833485320

Accumulated Depraciatinn
Net Plant in Service 1

18973 ah?
44642520

(22008)
s (12?_4aa} 8. s s s

LB 951 ,ass
44,515031

s 38991s 1 a194724
15011

13173713
5860651

38991

13.233,715
15,01 1

13.218704
5860851

342.458 342458

2 ASO 2450

(49151 I 1 ass hes
399559

1.904a17
416111 (16,452)

51 086
118.884

51 ,ass
118894

45
46
41
48
49
59
51
52
so
54
55
as
57
Se
as
ET
81
62
63
64
65
as
67
ea
as
70
71
72
73
74
75
76
77
7s
7s
BO
BI
BE
es
BE
85
as
B7
ea
he
90
SI
so
93
94
95
BE
97
98
99

100
101
102
103

104
105
106
107
10a
109
110
111
112
113
114
11s
116
117
N B
119
120
121
122
123

LESS:
Contributions in Md of Construction (GIAC)

Less: Accumulated Amortization
Net CIAO {L53 - L54}

Advances in Aid of Construction {AIAC}
ImputedReg Advances
Imputed Reg CBAC
Accumulated Deferred Income Tax Credits
Customer MeterDeposits
ADD:
Accumulated Deferred Income Tax Debits
Working Capital Aliowence
PumpingPower
Purchase WastewaterTrealment Charges
Material and Supplies Inventory
Prepayrnents
Projected Capital Expenditures
Defered Debits
Original Cost RateBase

43? 908
s 2B186062_ s n 27.489 s (49.151) s (16,452) s (389911 s

437 906
27953979
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-5

RATE BASE ADJUSTMENT #1 PLANT AND ACCUMULATED DEPRECIATION

LINE
no .

ACCT
_IQ Description
361 .20 Youngtown Plant

Acc Depress. Youngtown Plant Acc Dep.

[Al
COMPANY

AS
FILED

149,497
22,008

STAFF
ADJUSTMENTS

(149,497)
(22,008)

[C]
STAFF

AS
ADJUSTED

References:
Column [A]: Amounts included in plant balances per filing and previous cases
Column (B): Per Testimony GWB

[B]



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB- 6

RATE BASE ADJUSTMENT #2 - ACCUMULATED DEFERRED INCOME TAXES

[B]

LINE
NO

1
2
3

DESCRIPTION
Beginning Balance Per Decision No. 67093
Allocation Factor
Allocation to Sun City

$

[A]
COMPANY

AS STAFF
FILED ADJUSTMENTS
13,025,093 SS (336,093) $

14.62% 14,62%
1,904,817 (49,151)

[C]
STAFF

AS
ADJUSTED

12,689,000
14.62%

1,855,666

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] 8. [C], Line 2: Allocation rate to this system
Column [C], Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] gt [C], Line 3: Calculation of allocated amounts

1
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A~09-0343
Test Year Ended December 31, 2008

Schedule GWB-7

RATE BASE ADJUSTMENT #3 . WORKING CAPITAL PER COMPANY

[A] [B] [C] [D] [E]

LINE
NO, DESCRIPTION

COMPANY
TEST YEAR

AS FILED
COMPANY

ADJUSTMENTS

COMPANY
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

1,225,670

(0)
1,722,582

37,037

$ 1,225,670

(0)
1,722,582

37,037

12.00
(59.03)
22.09
15.09

14,708,039
15

38,048,563
558,821

Labor
Purchased Water
Fuel & Power
Chemicals
Waste disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expensesl

$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$

1,509,322
354,396
251,435
93,255

235,348
60,016

300,084
652,601
153,B33'

1 ,509,322
354,396
251,435
93,255

235,348
60,016

300,084
652,601
153,833

14.77
(13.70)
(2.37)

(83.68)
10.09
32.82
25,96
23.25
30.00

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

22,294,950
(4,B56,572)

(595,499)
(7,803,989)
2,374,500
1,969,891
7,789,394

15,172,456
4,614,978

Property Taxes
Taxes Other than Income
Income Tax
Interest
Total Operating Expenses

156,074
94,912

979,846
845,582

8,671 ,993

155,074
94,912

979,846
845,582

8,671,993

190.63
1335
30.13

106.25

29,752,393
1,266,721

29,522,765
89,843,074

244,660,500

Expense Lag
Revenue Lag
Net Lag
Company Adjusted Expenses
Cash Working Capital
Company As Filed
Difference

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col C
Line 25 * Line 26/365 Dal

28.21
45.727
17.51

8,671,993
416,111
416,111

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

$

References:
Column [A]; Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Per the Company's Lead Lag Study in this proceeding
Column [E]: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-8

RATE BASE ADJUSTMENT #3 .. WORKING CAPITAL PER STAFF

[A] [B] [D] tEl

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

1,225,670
(0)

1,722,582
37,037 (37,037)

1,225,670
(0)

1,722,582
(000)

12.00
(59.03)
22.09
15.09

14,708,039
15

38,048,563
(0)

Labor
Purchased Water
Fuel & Power
Chemicals
Waste disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expensesl

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,509,322
354,396
251,435

93,255
235,348
60,016

300,084
652,601
153,833

(95,988)

1 ,509,322
354,395
251,435

93,255
138,350

60,016
300,084
652,601
153,833

14.77
(13.70)

(2.37)
(83.68)
20.31
32.82
25.96
23.25
30.00

$
$
$
$
$
$
$
$
8
$
$
s
$
$
$
$
$
$

22,294,950
(4,856,572)

(595,499)
(7,803,989)
2,809,797
1,969,891
7,789,394

15,172,456
4,614,978

Property Taxes
Taxes Other than Income
Income Tax
Interest
Total Operating Expenses

156,074
94,912

979,846
845,582

8,671 ,993 (134,025)

156,074
94,912

979846
845,582

8,537,967

190.63
13.35
3013

106,25
105

29,752,393
1 ,2e6,721

29,522,765
B9,B43,074.23

244,536,976

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Ne( Lag
Staff Adjusted Expenses
Cash Working Capital
Company As Filed
Staff Adjustment (L28-L27)

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col C
Line 25 * Line 26/365 Dal
Co Schedule B-5
To GWB-4

28.64
45727
17.09

8,537,967
399,659
416,111
(16,452)

References:
Column [A]: Per Company, See Schedule GWB-6, Col [C]
Column [B]: Staff adjustments to expenses, See Testimony GWB
Column [C]: Column [A] + Column [B]
Column [D]; Expense Lags Per the Company's Lead Lag Study in this proceeding
Column [E]: Column [C] * Column [D]
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ARIZONA-AMERICAN WATER COMPANY .. SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB - 9

RATE BASE ADJUSTMENT #4 . CIAC ASSOCIATED WITH CWIP

[B]

LINE
no,

1
DESCRIPTION

At December 31, 2008

[A]
COMPANY

AS
FILED

13,194,724

STAFF
ADJUSTMENTS

38,991

[C]
STAFF

AS
ADJUSTED

13,233,715

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GWB



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

$ 9,125,203
157,898

$ s 9,125,203
157,898

$ 2,010,087 $ 11 ,135,290
157,898

1
2
3
4

Water Revenues
Other Revenues
Other
Total Operating Revenues $ 9,283,101 $ $ 9,283,101 $ 2,010,087 $ 11,293,188

$ 1 ,225,670 $ $ 1,225,670 $ $ 1 ,225,670

1 ,722,582
37,037

228,562
(367)

1 .951,144
35,671

1,951,144
36,671

(12,500)

(83,158) 3.015

(8,386)

(B,167)

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8< Amortization
General Taxes-Property
General Taxes-Other
Income Taxes

11.172

1509,322
354,396
251,435
62,786
93,255

155,206
60,016
78,546

291 ,698
652,601

1 ,557,539
167,245
94,912

738,060

1509,322
354,396
251 ,435
75,286
93,255

235,348
60,016
78,546

300,084
652,601

1 _565,706
156,074
94,912

9.746 (42,082)

1,509,322
354,396
251,435

62,786
93,255

152,191
60,016
78,546

291,698
652,601

1 ,557,539
158,074

94,912
(32,336) 770,395

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Total Operating Expenses
Operating Income (Loss) $

8,422,017
861,084 $

73,903
(73,903) $

8,495,920
787,181 $

7B4,582
1 ,225,5D5 s

9,280,502
2,012,686

References:
Column (A): Company Schedule C-1
Column (B): Schedule GWB 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29, 34 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GwB-12

OPERATING INCOME ADJUSTMENT #1 - POWER EXPENSE

LiNE
no. DESCRIPTION

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED*

1 Power Expense

[A]
COMPANY
PROPOSED

$ 1,722,582 $ 248,073 $ 1,970,655

References:
Column (A), Company Schedule C-1
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)

Not including Operating Income Adjustment #2 on Schedule GWB-13



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-13

OPERATING INCOME ADJUSTMENT #2 - EXCESS WATER LOSS

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Power Expense
Staff Adjustment #1 (GWB-11 )
Subtotal Power

$
$
$

1,722,582
248,073

1 ,970,655 $ (19,511) $ 1,951,144

1
2
3
4
5
6
7

$ 37,037 33 (367)  $ 36,671Chemicals Expense
Disallowance Percent
Adjustment to Chemical Exp. $

8
9

10
11
12

Disallowance Factor:
Acceptable Loss
Water Loss, Per Engineering
Allowable Percent of Exp.
Disallowance Percent

10.00%
11.10%
99.01% (1+Lin6 9) / (1+Line 10)

0.99% 1 minus Line 11

References:
Column (A), Company Schedule C-1
Column (B): Testimony GWB , or Company proposed times disallowance factor Line 12
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN CITYWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-14

OPERATING INCOME ADJUSTMENT #3 - BAD DEBT EXPENSE

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debts included in Cust. Accounting

[A]
COMPANY
PROPOSED

$ 1,152,299
$ (361 ,154)
$ 791,145

12.26%
$ 96,988

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED
LINE
MQ

1
2
3
4
5
6
7
8
g

10
11

Staff Test Year Revenues
3 year average Bad Debt Exp. Rate, Per Co.

Staff Recommended Bad Debt Exp

$ 9,283,101
0.15%

13,830$

Adjustment

References:
Column [A], Company Workpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GWB.
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staffs recommended Bad
Debt Expense, based on 3 year average
loss history times Staff's Test Year Revenues

$(83,158)



I Ill

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-15

OPERATING INCOME ADJUSTMENT #4 - WATER TESTING EXPENSE

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

1 Water Testing Expense* $ 300,084 $ (8,386) $

[C]
STAFF

RECOMMENDED

291,698

References:
Column (A), Company Schedule C-1
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)

* Included in Miscellaneous Expenses



Col A
Col B
Col c

References:
Schedule GWB-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant

Col [A] times Col IB]

l

AZ American 09-0343 Sun City Water GWB Direct Rev1sed.xls

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER
Docket NuW5.g13g3A.0l9.g34»5
Test Year Ended December 31, 2008

Schedule GwB-16

OPERATING INCOME ADJUSTMENT #5- DEPRECIATION EXPENSE

L INE

L4-c;

ACCT

@ D  SCRIPTIQ-M

KA]
PLANT

BALANCE

KB!
DEPRECIATION

RATE

[CI
DEPRECIATION

EXPENSE

471

1 B0,D23
a,456

10,493
2,125

3,BBO,2S2
456,858
126,815
34,162

272,321
37,340

1_3B6_988
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2.52%
2.00%
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2.00%
0 00%
4.59%

10.00%
25.00%
25.00%
25.00%
7 13%

20 00%
15 00%
15.67%
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3.71%
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Struck & Imp WT
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Wells 8. Springs
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Comp & Periph Equip
Computer Software
Computer Software
Computer Software Custom
Other Office Equipment
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Trans Equip Other
Stores Equipment
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Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Remote Control 8 Instrument
Comm Equip Telephone
Comm Equip Other
District Subtotal
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407001
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13489

5875_584
3.3lt'B,717
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2.270.400
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7.377
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10.815
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7.899
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73,243
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3.30%
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100,289
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304510
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380400
393000
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27,213
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2,656
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(149,497) 2.83% (4,231 )
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Comp Software Other
Other Office Equipment
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WW TD Equip Aux Effl Trmt
WW Tool Shop s. Garage Equip
Corp Attocations Subtotal
Youngtown Plant
Post Test Year Plant
Well 5.1:
Strut s. tipi Supply
Wells 8 Springs
Supply Main
Pumping Equipment
WT Equip Non-Media
Misc Equipment
Total Welt 5.1

52719
580171
46550

423724
14214
5807
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252%
2 00%
4 42%
7 06%

1,a18
14.620

931
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304100
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6.67%
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41
42
43
44
45
46
47
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49
50
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53
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ss
58
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Se
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62
GO
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65
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67
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Net Depteciabte Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
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1,557,539
1 565.706
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Schedule GWB-17

OPERATING INCOME ADJUSTMENT #6 - INCOME TAXES

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Income Taxes $ 9,746 $ (42,082) $ (32,336)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WATER
Docket No. WS-01303A-09~0343
Test Year Ended December 31, 2008

Schedule GWB-18

OPERATING INCOME ADJUSTMENT #7 . RATE CASE EXPENSE

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 RATE CASE EXPENSE $ 75,285 $ (12,500) S 62,786

References:
Column (A), Company Schedule C-2
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)



LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GWB-_9

OPERATING INCOME PROPERTY TAX EXPENSE GRCF COMPONENT

tAl rB

$ 9,283,101
2

18,566,202
9,283,101

$ 9,283,101
2

18,566,202

27,849,303
3

9,283,101
2

18,566,202
151,628

11293,188
29,859,390

3
9,953,130

2
19,906,260

151,628

18,717,830
22.0%

4,117,923
379%

156,074
156,074

0

20,057,888
22.0%

4,412,735
3.79%

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

20
21
22

Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2007
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) 8 (Line 3 + Line 5)
Number of Years
Three Year Average (Line 6 / Line 7)
Department of Revenue Mutilpiier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Furl Cash Value (Line 10 + Line 11 - Line 12)
Assessment Ratio
Assessment Value (Line 13 * Line 14)
Composite Property Tax Rate
Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 15 * Line 16)
Staff Test Year Adjusted Property Tax Expense (Line 17)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

$
$
$

167,246
156,074
11,172

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

11,172
2,010,087
0.55578%

REFERENCES:
Line 15: Composite Tax Rate, per Company
Line 17: Company Schedule C-1, Line 27
Line 21: Line 19 - Line 20
Line 23: Schedule GW B-1, Line 8

0
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Direct Testimony of Dorothy M. Hairs
Docket No. W-01303A-09-0343 ET AL
Page 1

1 INTRODUCTION

2 Q. Please state your name and business address.

3 My business address is 1200 West Washington Street,

4

My name is Dorothy Hains.

Phoenix, Arizona 85007.

5

6 Q. By whom and in what position are you employed?

7

8

I am employed by the Arizona Corporation Commission ("Commission" or "ACC") as a

Utilities Engineer - Water/Wastewater in the Utilities Division.

9

10 Q. How long have you been employed by the Commission?

I have been employed by the Commission since January 1998.

12

13 Q. What are your responsibilities as a Utilities Engineer - Water/Wastewater?

14 A.

15

16

17

18

My main responsibilities are to inspect, investigate and evaluate water and wastewater

systems. This includes obtaining data, preparing reconstruction cost new and/or original

cost studies, cost of service studies and investigative reports, interpreting rules and

regulations, and to suggest corrective action and provide technical recommendations on

water and wastewater system deficiencies. I also provide written and oral testimony in

rate cases and other cases before the Commission.19

20

21 Q. How many companies have you analyzed for the Utilities Division?

22

23

I have analyzed more than 90 companies fulfilling these various responsibilities for

Utilities Division Staff ("Staff").

24

25 Q. Have you previously testified before this Commission?

26

A.

A.

A.

A.

A. Yes, I have testified on numerous occasions before this Commission.



Direct Testimony of Dorothy M. Hairs
Docket No. W-01303A-09-0343 ET AL
Page 2

1 Q. What is your educational background?

2

3

I graduated from the University of Alabama in Birmingham in 1987 with a Bachelor of

Science degree in Civil Engineering.

4

5 Q- Briefly describe your pertinent work experience.

6

7

8

9

Before my employment with the Commission, I was an Environmental Engineer for the

Arizona Department of Environmental Quality ("ADEQ") for ten years. Prior to that time,

I was an Engineering Technician with C. F. Hains, Hydrology in Northport, Alabama for

approximately five years,

10

11 Q- Please state your professional membership, registrations, and licenses.

12

13

14

I have been a registered Civil Engineer in Arizona since 1990. I am a member of the

American Society of Civil Engineering ("ASCE"), American Water Works Association

("AWWA") and Arizona Water & Pollution Control Association ("AWPCA").

15

16 PURPGSE OF TESTIMONY

17 Q. What was your assignment in this rate proceeding?

18

19

20

21

22

23

A.

A.

A.

A.

My assignment was to provide Staffs engineering evaluation for the subject Arizona-

American Water Company ("Company") rate proceeding. Six of the Company's districts

are included: Anthem Water District ("Anthem Water"), Sun City Water District ("Sun

City Water"), Anthem Wastewater District ("Anthem Wastewater"), Agua Fria

Wastewater District ("Agua Fria Wastewater"), Sun City Wastewater District ("Sun City

Wastewater") and Sun City West Wastewater District ("Sun City West Wastewater").



Direct Testimony of Dorothy M. Hairs
Docket No. W-01303A-09-0343 ET AL
Page 3

1 Q. What is the purpose of your testimony in this proceeding?

2

3

4

5

6

To present the findings of Staffs engineering evaluation of operations for Anthem Water,

Sun City Water, Anthem Wastewater, Agua Fria Wastewater, Sun City Wastewater and

Sun City West Wastewater. The findings are contained in the Engineering Reports that I

have prepared for this proceeding. The reports are included as Exhibits DMH-l through

DMH-6 in this pre~ti1ed testimony.

7

8

9

10

11

ENGINEERING REPORTS

Q. Would you br ie f ly  descr ibe  what was involved in prepar ing your  Engineer ing

Reports for this rate proceeding?

12

13

14

15

16

17

18

19

20

21

22

23

24

A.

A. Af te r  r ev i ew i ng  the  a pp l i c a t i on  for  the  Anthem W a te r ,  Su n  C i ty  W a te r ,  Anthem

Wastewater, Agua Fria Wastewater, Sun City Wastewater and Sun City West Wastewater,

I physically inspected the systems to evaluate their operation and to determine if any plant

i tems  were  not  u sed  and usefu l . I  contacted the Maricopa  County Department of

E nv i ronme nta l  S e rv i c e s  ( " MCDE S " )  to  d e t e rm i ne  i f  t he  w a t e r  s y s t e ms  w e r e  i n

compl iance with the Safe Drinking Water Act water qual i ty requirements . Further, I

contacted the Arizona Department of Environmental Quality ("ADEQ") to determine if

the wastewater systems were in compliance with the ADEQ wastewater discharge penni

requirements. Af te r  I  ob ta i ned  i n f orma t i on  f rom the  Compa ny  r eg a rd i ng  p l a n t

improvements, permits, chemical testing expenses, water usage data and wastewater flow

data, I analyzed that infonnation. I a lso contacted the Arizona Department of Water

Resources  ("ADWR") to detennine i f  the water systems were in compl iance wi th the

ADWR's requirements governing water providers. Based on all the above, I prepared the

attached Engineering Reports.



Direct Testimony of Dorothy M. Hairs
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1 Q Please describe the information contained in your Engineering Reports

are three general sections

2) Engineering Report Discussion, and 3) Engineering Report Exhibits. The Discussions

section for Anthem Water and Sun City Water can be further divided into ten subsections

The Reports divided into 1) Executive Summary

A) Location of District, B) Description of the Water System; C) Maricopa County

Environmental Services Department ("MCDES") Compliance, D) Arizona Corporation

Commission ("ACC") Compliance, E) Arizona Department of Water Resources

("ADWR") Compliance, F) Water Testing Expenses, G) Water Usage, H) Growth; I)

Depreciation Rates, J) Other Issues. These subsections provide information about the

water systems serving Anthem Water and Sun City Water. The Discussions section for

Anthem Wastewater, Agua Fria Wastewater, Sun City Wastewater and Sun City West

Wastewater is divided into eight subsections: A) Location of District, B) Description of

the Wastewater System, C) Wastewater Flow; D) Growth, E) ADEQ Compliance, F)

ACC Compliance, G) Depreciation Rates; H) Other Issues. These subsections provide

information about the wastewater systems serving Anthem Wastewater, Agua Fria

Wastewater, Sun City Wastewater and Sun City West Wastewater

18 RECOMMENDATIONS AND CONCLUSIONS

19 Q What are Staff's conclusions and recommendations regarding the Company's

operations

Staff" s conclusions and recommendations regarding the Company's operations are listed

below



Direct Testimony of Dorothy M. Hains
Docket No. W-01303A-09-0343 ET AL
Page 5

Anthem Water1

2

3

Recommendations:

4

I. Staff recommends the depreciation rates for Anthem Water presented in Figure 6

in DMH-1 by National Association of Regulatory Commissioners' ("NARUC")

11.

111.

Iv.

v.

account.

Staff recommends $22,289.24 be reclassified from Account No. 304300 to the

Water Treatment Equipment Non-media Account No,320100.

Staff recommends that Anthem Water continue tracking its water loss in the

system for two years and submit the data collected every six months. This

reporting would begin once a final decision in this matter becomes effective, Staff

further recommends that the first report be docketed as a compliance item within

180 days of the effective date of the order issued in this proceeding.

Staff recommends that the Anthem Water reported annual water testing cost of

$4,469 be adopted for purposes of this proceeding.

Staff recommends that the currently authorized Anthem Water meter and service

line installation charges continue to be used as shown under the column headings

"Staff Recommended" in Table 5 in DMH-l .

Conclusions :

I. MCESD has determined that Anthem Water

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

11.

is currently delivering water that

meets the water quality standards required by Arizona Administrative Code, Title

18, Chapter 4.

Anthem Water is within the Phoenix Active Management Area and ADWR has

in compliance with the ADWR requirementsdetermined that Anthem Water is

governing water providers.



Direct Testimony of Dorothy M. Hairs
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III.

Iv.

VI.

VII.

Lost water for Anthem Water was calculated to be less than one percent which is

within acceptable limits

Anthem Water has an approved cross connection tariff

A check of the Commission Utilities Division Compliance database showed there

is currently no delinquent compliance items for Anthem Water

Anthem Water has adequate storage and production to serve its existing customers

and reasonable growth

Anthem Water has an approved curtailment tariff.

Sun City Water10

11

12

Recommendations

II

111.

19

20

21

22

23

24

25

26

Iv.

Staff recommends the depreciation rates for Sun City Water presented in Figure 6

in DMH-2 by National Association of Regulatory Commissioners' account

Staff recommends that the currently authorized Sun City Water meter and service

line installation charges continue to be used as shown under the column headings

Staff Recommended" in Table 8 in DMH-2

Staff recommends that the Sun City Water reported annual water testing cost of

$7,479 be adopted for purposes of this proceeding.

Staff recommends that the District reduce its water loss to below 10 percent in

PWS No. 07-099 by December 31, 2010 or before it files next rate case and/or

CC&N and/or financing application whichever comes first. Staff further

recommends that Sun City Water continue tracking its water loss for three years

and submit the data collected every six months. This reporting would begin once a

final decision in this matter becomes effective. Staff further recommends that the

first report be docketed as a compliance item within 180 days of the effective date

of the order issued in this proceeding.
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1 Conclusions:

2

3

4

5

6 11.

MCESD has determined that both Sun City Water systems (PWS Nos. 07-099 and

07-532) are currently in compliance with its requirements and is currently

delivering water that meets water quality standards required by Arizona

Administrative Code, Title 18, Chapter 4. .

Sun City Water is within the Phoenix Active Management Area and is in

7

8 111.

9 IV.

10

11

12 VI.

13

14

15

16 VI.

17

18 VII.

19

compliance with ADWR monitoring and reporting rules.

Sun City Water has an approved cross connection tariff.

Sun City Water has adequate storage and production to serve its existing customers

and reasonable growth.

Sun City Water has an approved curtailment tariff.

A check of the Commission Utilities Division Compliance database showed there

is currently no delinquent compliance items for Sun City Water.

Staff observed that the replacement Well Nos. 2.4 and 5.1 in Sun City Water were

in-service at the time of its inspection.

Staff observed that rehabilitated Well No. 6.4 in Sun City Water was in-service at

the time of its inspection.

The plant items listed in Table 12 in DMH-2 are plant items that Staff observed

and found to be in-service at the time of Staff's inspection.

20

21 Anthem Wastewater

22 Recommendations:

23 1. It is recommended that the Anthem Wastewater use depreciation rates as

24

25

I.

v.

v.

II.

delineated in Figure 5 in DMH-3 .

Staff recommends an annual testing cost of $62,642 for the Anthem Wastewater.
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1 III.

2

3

4 Iv.

Staff recommends $30,900 be reclassified from the Structure and Improvement for

Water Treatment Account No. 354200 to the Waste Water Power Generation

Equipment Account No.355500.

Staff recommends $4,000 be reclassified from the Structure and Improvement for

Water Treatment Account No. 354200 to the Waste Water Electric Pump

Equipment Account No.37l 100.

Staff recommends that the current Anthem Wastewater OF HF tariff be replaced

with the attached modified OF HF tariff. (See Figure 6 in DMH-3.) Staff further

recommends that Anthem Wastewater be required to comply with the Status

Reporting Requirements contained in Paragraph J of the attached modified OF HF

tariff immediately.

5

6

7

8

9

10

11

12

13

14

Conclusions:

1. Anthem Wastewater

II.

is in full compliance with ADEQ for operation and

maintenance, operator certification and discharge permit limits.

Staff concludes that the Anthem Wastewater treatment plant has adequate capacity

to treat the existing customers and reasonable growth in the Anthem Wastewater

111.

15

16

17

18

19

20

21

22

23

IV.

v.

service area.

A check of the Commission Utilities Division Compliance database showed there

is currently no delinquent compliance items for Anthem Wastewater.

Staff concludes that the Anthem Wastewater Treatment Plant Headwork

Modification project had been completed and is in service. Staff further concludes

that the project was used and useful at the time of Staff s inspection.
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1

2

Agua Fria Wastewater

Recommendations:

I. It is recommended that the Agua Fria Wastewater use depreciation rates as

delineated in Figure 6 in DMH-4.

Staff recommends an annual testing cost of $17,954 for the Agua Fria Wastewater.

Staff recommends $1,838,737 be adjusted from Verrado plant expansion expenses.

Staff recommends $487,000 be reclassified from the Structure and Improvement

for Water Treatment Account No. 354400 to the Waste Water Power Generation

Equipment Account No.355500.

Staff recommends that the current Agua Fria Wastewater OF HF tariff be replaced

with the attached modified OF HF tariff. (See Figure 7 in DMH-4.) Staff further

recommends that the Anthem Wastewater be required to comply with the Status

Reporting Requirements contained in Paragraph J of the attached modified OF HF

tariff immediately.

II.

111.

IV.

Conclusions:

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

I. ADEQ regulates the Agua Fria Wastewater under Permit Nos. 27395and 36947 for

the Verrado wastewater treatment plant ("WWTP") and Permit Nos. 26497 and

36953 for the Russell Ranch WWTP. Per the February 5, 2008, Compliance

Status Reports issued by ADEQ, both systems are in full compliance for operation

and maintenance, operator certification and discharge permit limits.

Staff concludes that the Agua Fria WWTPs have adequate capacity to treat the

existing customers and reasonable growth in the Agua Fria Wastewater service

11.

v.

area.
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l 111.

2

A check of the Arizona Corporation Commission Utilities Division Compliance

database showed there is currently no delinquent compliance item for the Agua

3 Fria Wastewater.

4

5

6

Sun City Wastewater

Recommendations :

7 1. by National Association

8

Staff recommends that the depreciation rates of

Regulatory Commissioners' account presented in Figure min DMH-5 be used for

9

10 11.

purposes of this proceeding.

Staff recommends that $12,242 in expense be reclassified to Sun City Wastewater

District's Account for Waste Water Force Mains (account #360000).

12

13 Conclusions:

14

15

16 11.

17

Staff concludes that the Sun City Wastewater has adequate treatment capacity to

serve its existing customer base and reasonable growth.

A check of the Commission Utilities Division Compliance database showed there

is currently no delinquent compliance item for Sun City Wastewater.

18

19

20

Sun City West Wastewater

Recommendations:

21

22

It is recommended that the Sun City West Wastewater use depreciation rates for

Sun City West Wastewater as delineated in Figure 6 in DMH-6.

23

24 Conclusions:

25 Sun City West Wastewater is in full compliance with ADEQ for operation and

26

1.

1.

1.

maintenance, operator certification and discharge permit limits.
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1 11.

2

3

4 111.

IV.

Staff concludes that the Sun City West Wastewater treatment plant has adequate

capacity to treat the Sun City West area and the Comte Bella area and reasonable

growth.

A check of the Commission Utilities Division Compliance database showed there

is currently no delinquent compliance item for Sun City West Wastewater.

Staff accepts the Sun City West Wastewater reported $13,196 for water quality

testing expense for this proceeding.

5

6

7

8

9

10

Q- Does this conclude your Direct Testimony?

A. Yes, it does.
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Company's Anthem Water District
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By Dorothy Hains, P.E.
February 22, 2010

EXECUTIVE SUMMARY

RECOMMENDATIONS :

Staff recommends the depreciation rates presented in Figure 6 by National Association of
Regulatory Commissioners' account. (See iI of report for discussion and details.)

II. Staff recommends $22,289.24 be reclassified from Account No. 304300 to the Water
Treatment Equipment Non-media Account No.320100. (See kJ of report for discussion
and details.)

IH. Staff recommends that Arizona American - Anthem Water District ("Anthem Water",
"District" or "Company") continue tracking its water loss in the system for two years and
submit the data collected every six months.  This reporting would begin once a final
decision in this matter becomes effective. Staff further recommends that the first report
be docketed as a compliance item within 180 days of the effective date of the order issued
in this proceeding. (See kG of report for discussion and details.)

IV. Staff recommends that  the Distr ict  reported annual water  test ing cost  of $4,469 be
adopted for purposes of this proceeding. (See oF of report for discussion and details.)

Staff recommends that the currently authorized meter and service line installation charges
continue to be used as shown under the column headings "Staff Recommended" in Table
5. (See kJ of report for discussion and details.)

CONCLUSIONS:

Maricopa County Environmental Services Department ("MCESD") has determined that
Anthem Water  is  currently deliver ing water  that  meets the water  quality standards
required by Arizona Administrative Code, Title 18, Chapter 4. (See aC for a discussion
and details)

I.

v .

1.

II. Arizona Department of Water Resource ("ADWR") has determined that Anthem Water is
in compliance with the ADWR requirements governing water providers. (See bE of
report for discussion and details.)



111. Lost water for Anthem was calculated to be less than one percent which is within
acceptable limits. (See kG of report for discussion and details.)

IV. Anthem Water has an approved cross connection tariff.

Anthem Water has adequate storage and production to serve its existing customers and
reasonable growth. (See CB of report for discussion and details.)

VI. Anthem Water has an approved curtailment tariff

VII. A check of the Commission Utilities Division Compliance database showed there is
currently no delinquent compliance items for Anthem Water. (See aD of report for
discussion and details.)
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Well # ADWR No. Year
Drilled

Casing
Size

(inches)

Well Depth

(ft)

Well Meter
Size (inches)

Pump (HP) Pump Yield
(GPM)

2 55-577504 2000 12 600 8 125 700
3 55-577505 2000 12 600 8 100 500

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 1

A. LOCATION OF DISTRICT

Arizona American - Anthem Water District ("Anthem Water", "District" or "Company") serves
approximately 8,600 customers in Anthem, an unincorporated community which is adjacent to
the town of New River which is located north of the City of Phoenix ("Phoenix") in Maricopa
County. Figure 1 describes the location of the District within Maricopa County, and Figure 2
describes the CC&N area of the District.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on September 3, 2009, by Dorothy Hairs, Utilities Engineer,
accompanied by Company representative, Michael Helton (Arizona American Water Co.
Production Superintendent), Hector Delgadillo (Arizona American Water Co. Production
Supervisor) and Larry Berry (Arizona American Water Co. Water Quality Specialist).

System Analysis

Anthem Water consists of one 7 million gallon per day ("MGD") surface water treatment plant,
two wells that are capable of producing a total flow of 1,200 gallons per minute ("GPM"), and 3
million gallons ("MG") of storage capacity. The District has a water purchase agreement with
the Ak-Chin Indian Community, under the agreement the District can purchase up to 4,861 GPM
of Central Arizona Project ("CAP") water. A pump station located at the CAP canal pumps
water through a pipeline to the surface water treatment plant.1 The District also receives water
through an interconnection with the Phoenix municipal water system. The Phoenix
interconnection is capable of delivering an additional 3,472 GPM of water to the District.

The District has adequate storage and source production to serve its existing customers and
reasonable growth. Figures PA, CB, AC and 3D provide a process schematic showing both the
active and inactive components of the water system.

Table 1. Plants in the District

Active Drinking Water Wells

1.

1 The CAP canal interconnection facilities are owned by the District.



|T e Capacity (GPM)
CAP water Untreated surface water 4,861

City of Phoenix Treated potable water 3,472

Well # ADWR No. Year
Drilled

Casing Size
(inches)

Well Depth

(ff)

Well Meter
Size (inches)

Pump

(HP)
Pump Yield
(GPM)

l 55-565683 1998 18 1,520 6 100 200

Number of treatment plant 1

Plant location At King Dr, Anthem
Type Zen of micro filtration, UV and chlorine disinfection

treatment capacity (normal operation condition) 7 million gallons per day ("MGD")
Source CAP water

Location Type Structure or equipment Capacity
AWTP Drinking water Booster Pumps Three 150-HP

Two 350-Hp
Two 450-HP

Storage Tank s Two 1,250,000 gal
Pressure Tank One 5,000 gal

AWTP Irrigation water Storage pond 1,000,000 gal lined pond

Booster Pumps One 150-HP
Two 450-HP

AWTP Untreated CAP water Storage pond One 3,200,000 gal lined pond
One 900,000 gal lined pond

Pump station Two 30-HP
Two 40-HP

CAP water intake
(pump station)

Untreated CAP water Pump Station Two 200-HP
Two 300-HP

Pressure tank One 15,000 gal

Upper Reservoir
Site

Drinking water Booster Pumps Two 25-HP
One 30-HP
Two 100-HP

Pressure Tanks Two10,,000 gal

Storage tanks Two 1,250,000 gal
underground concrete tanks

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 2

Other WaterSources

In active Well

Anthem Surface Water Treatment Plant ("AWTP")

Active Storage, Pumping



Diameter (inches Material Length (feet)
4 polyvinyl chloride ("PVC" 6,861
6 PVC 78,895
8 PVC 361,468

10 PVC 518
12 PVC 212,068
14 PVC 1,227
16 PVC 33,473
18 PVC 21,683
20 PVC 5,709
24 PVC 8,270
30 PVC 46,308

Size (inches) Quantity

m 10

1 5,003

1% 124

2 171

3

4 5

6 3

8 2
10 1
12 1

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 3

Distribution Mains

Meters

c. MARICOPA COUNTY ENVIRGNMENTAL
("MCESD") COMPLIANCE

SERVICES DEPARTMENT

MCESD has determined that Anthem Water is currently in compliance with its requirements and
is currently delivering water that meets water quality standards required by Arizona
Administrative Code, Title 18, Chapter 4.2

D. ARIZONA CORPORATION COMMISSION (¢cAccas) COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance items for the District.

2 Based on MCESD memorandums dated May21, 2009 and July 22, 2009.



Cost per test
(Company's)

Co's Total cost
per three years

($)

Company ReporteEl Total
Annual Test Costs

------ ..

$3,960$11 11,880

$11 396 $132

0

$35 315

$60
$140

$130

$100

60
140

130

100

0

'
"

I s

l l1344' L!'l=*§§= ,
8

N/A 0

N/A 0

N/A 0

$500 1,000

N/A 0

N/A 0

$160 160

NA/ 0

N/A 0

N/A 0

Bacteriological monthly 1,080

Customer requested back 36

Customer requested
heterotrophic plate count
("HPC")

9

Radiochemical - (l/ 3 yr)
Gross Alpha
Uranium
Radium 228
Radium 226

l

1

1

l

PriorityInorganics
Pollutants

Phase II and V:

IOns - % year 4

SOCs - % year 4

VOCs - % year 4

Dioxin 2

Nitrites - 1/9 year 12

Nitrates -- annual* 12

Asbestos 1/9 year 1

Lead & Copper - Triennial 30

TTH/HHAs - annual 32

Arsenic - quarterly 4

Total

Monitoring - Ground Water (2
wells)

No. of tests
per three
years

$105

$20
$47
$43
$33

=z;m1

W8
m

we; I
=4§1I§ £i§§ .

0

0

0

$111

0

0

$18

0

0

0

1 $4,469

Arizona-American Water Company
Anthem Water Division
Docket No. w-01303A_09-0343
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E. ARIZONA DEPARTMENT
COMPLIANCE

OF WATER RESOURCES ("ADWR")

Anthem Water is in Phoenix Active Management Area ("AMA"). Staff received a Compliance
Status Report from ADWR on August 5, 2009. In its report ADWR stated that Anthem Water is
in compliance with its requirements governing water providers.

F. WATER TESTING EXPENSES

The District reported an annual water testing expense for Anthem Water of $4,469 during the test
year (See Table 2 - District Reported Testing Cost). Staff estimated the total annual water
testing cost for Anthem Water to be $18,089. (See Table 2 - Staff Estimated).

T a b l e  2  W a t e r  T e s t i n g  C o s t  ( A n t h e m  W a t e r  D i s t r i c t -  P W S # 0 7 - 5 0 4 )

D i s t r i c t  R e p o r t e d  T e s t i n g  C o s t



Cost per test (Staff
estimated)

N/A

105 $420

$1,409

20 $480

60
N/A
220

$20
N/A
$73

252
55555:

s

19
. w T...

mg

I. 4 =.=

88 $29

350 $117

220 $73

350 $117

15 $2

25 $25

160 $53

Staff Estimated Annual
Cost

Bacteriological monthly 12

Radiochemical (l/ 3 yr)
Gross Alpha
Uranium
Radium 228 & Radium 226

%

%

%

Inorganics - Priority Pollutants %

Phase ll and V:
4

lOss - % year %

SOCs - % year %

VOCs - % year %

Dioxin .- 1/9 year %

Nitritcs 1/9 year 1/9

Nitrates annual* l

Asbestos 1/9 year %

Unregulated Contaminant Monitoring
Regulation ("UCMR") - 1/5 year

N/A

Arsenic - quarterly 4

. Total

Monitoring - Ground Water (2 wells)
No. of
tests

- _

No. of
tests

Staff calculated
Total cost

Total Fecal Coliform weekly $2052

Giardia / Crypotosporidium monthly 12 s400

Cupper - monthly 12 $13

Metals - monthly 12 $104

Total

Monitoring - CAP Intake (Raw Surface
Water)

$1,040

$4,800

$156

$1,248

$7,244

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 5

Staff Estimated - Ground Water Testing Cost

Staff Estimated - Raw Surface Water Testing Cost



Monitoring - Treated Drinking Water
No. of
tests

Cost per test (Staff
estimated)

Staff calculated
Total cost

Bacteriological -. monthly 24 $20 $480

Inorganics - Priority Pollutants l
3 $252

Radiochemical - (1/ 3 yr)
Gross Alpha
Uranium
Radium 228 &Radium 226

13

%

%

60
N/A
220

$20
N/A
$73

Phase IIand V:
e »<

l

l 8§*88 s

IOns - % year % 252 $84

SOCs - % year % 350 $117

VOCs - % year % 220 $73

Dioxin - 1/9 year 1/9 350 $39

Nitrites - 1/9 year 1/9 15 $2

Nitrates quarterly* 4 25 $100

Unregulated Contaminant Monitoring
Regulation ("UCMR") - 1/5 year

N/A N/A N/A

Asbestos 1/9 year 1/9 160 $18

I

Total Fecal Coliform - monthly

Monitoring - Distribution (treated
water)

No. of
tests

Cost per test (Staff
estimated)

Staff calculated
Total cost

$20296 $5,920

30 $45 $1,350

4 $290 $1,160

$8,430

Cupper & Lead

TTHMs /HAAs - quarterly

Total

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 6

Staff Estimated - Treated Potable Water Testing Cost

Total $

Staff Estimated - Potable Water (Distribution System) Testing Cost

The District informed Staff that some water testing is performed at Arizona - American Water
Company's lab in Belleville and that these costs would be included in the allocation of corporate
expenses and as a result were not duplicated in the District's reported testing cost listed above.
The District did not identify how much Belleville lab cost would be allocated to the District.
Therefore, Staff recommends that the District reported annual water testing cost of $4,469 be
adopted for purposes of this proceeding.

1,006 `-l



Month Number of
Customers

Water Sold
(gallons)

Water
pumped
(gallons)

Water
purchased
(gallons)

City of
Phoenix (gal)

Daily Average (in
god/customer)

Jan 08 8,533 97,290,000 0 96,2636,000 0 368
Feb 08 8,526 109,833,000 24,000 840,660,000 0 460
Mar 08 8,515 89,464,000 0 110,510,000 0 339
Apr 08 8,492 108,688,000 0 122,479,000 0 427
May 08 8,488 123,604,000 0 140,068,000 0 470
Jun 08 8,485 139,371,000 0 154,375,000 0 548
Jul 08 8,480 164,269,000 0 160,002,000 0 625

Aug 08 8,467 150,557,000 0 160,218,000 0 574
Sep 08 8,460 146,808,000 0 136,505,000 3,000 578
Oct 08 8,483 136,585,000 40,000 139,948,000 0 519
Nov 08 8,491 135,324,000 123,000 119,755,000 977,000 531
Dec 08 8,605 107,540,000 26,000 96,408,000 140,000 403

total 1,509,333,000 213,000 1,520,597,000 1,120,000
Average 487

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 7

G. WATER USAGE

Table 3 is the water usage data reported by the District for the test year of January 2008 through
December 2008. Figure 4 is a graph that shows water consumption data in gallons per day
("GPD") per customer for the test year.

Table 3 Water Usage in Anthem Water District

Water Sold

Based on information provided by the Company, water use for the year 2008 is presented in
Figure 4. The high monthly water use was 625 gallons per day ("GPD") per correction in July,
and the low monthly water use was 339 GPD per connection in March. The average annual use
was 487 GPD per connection.

Loss Water

Loss water should be 10 percent or less and never more than 15 percent. It is important to be
able to reconcile the difference between water sold and the water produced by the source. A
water balance will allow a water company to identify water and revenue losses due to leakage,
tire fighting, and flushing. Lost water for Anthem was calculated to be less than one percent
which is within acceptable limits.

2.

Using water use data provided by the Company, Staff calculated water loss at less than one
percent for the test year. The company recently informed Staff that it believed its actual water
loss for the test year was between one and seven percent which is below Staff"s recommended
threshold of ten percent and complies with Commission Decision No. 70372 that required the

1.



Month Number of
Customers

Water Sold
(gallons)

Effluent
Water

pumped
(gallons)

CAP untreated
water (gallons)

Daily Average
(god/customer)

Jan 08 60 19,36,000 20,364,000 876,000 10,411
Feb 08 60 12,984,000 18,769,000 1,746,000 7,729
Mar08 61 23,842,000 45,999,000 2,818,000 12,608
Apr 08 58 48,288,000 61,788,000 9,929,000 27,752
May 08 52 61,963,000 74,874,000 10,437,000 38,439
Jun 08 52 65, l 44,000 81,597,000 15,182,000 43,682
Jul 08 52 78,328,000 81,478,000 17,430,000 48,591

Aug 08 54 56,887,000 74,749,000 9,759,000 33,983
Sep 08 54 26,768,000 62,429,000 10,959,000 16,523
Oct 08 54 62,058,000 67,728,000 12,420,000 37,072
Nov 08 55 114,605,000 45,466,000 1,657,000 69,458
Dec 08 65 26,724,000 21,026,000 507,000 13,263
total 599,955,000 656,267,000 93,720,000

Average 29,959

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 8

Company to reduce its water loss. Staff believes that most of the improvement in this area since
Decision No. 70372 was issued is due to significant improvements in the area of water use
monitoring and tracking. Staff however continues to be concerned about the water use data
reported for the test year. To ensure that the water loss remains below the 10 percent threshold,
Staff recommends that the District continue tracking its water loss in the system for two years
and submit the data collected every six months. This reporting would begin once a final decision
in this matter becomes effective. Staff further recommends that the first report be docketed as a
compliance item within 180 days of the effective date of the order issued in this proceeding.

Irrigation Water Usage

A mixture of final treated effluent from Anthem Wastewater Treatment Plant and untreated CAP
water has been sold to 65 irrigation customers in the Anthem service area. Table PA is the
irrigation water usage data reported by the District for the 2008 test year,

Table PA Irrigation Water Usage in Anthem Water District

H. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the
Company's annual reports, the number of customers increased from 3,339 at the end of 2002 to
8,602 by the end of 2008, with an average growth rate of 565 customers per year from 2002 to
2008. Based on the linear regression analysis, Staff estimates that the Company could have
approximately 11,793 customers by the end of 2013. The following table summarizes Staff and
the Company's projected growth.

3.



Year Nos. of Customers
2002 3,339 Reported
2003 3,913 Reported
2004 5,786 Reported
2005 6,697 Reported
2006 8,624 Reported
2007 8,552 Reported
2008 8,605 Reported
2009 9,533 Estimated
2010 10,098 Estimated
2011 10,663 Estimated
2012 11,228 Estimated
2013 11,793 Estimated

Proposed
Service Line
Installation

Charge

Staff
Recommended
total charges

$130 $130 $370 $500

$205 $205 $370 $575

$240 $240 $420 $660

$450 $450 $450 $900

Staff
Recommendation
(meter installation

charge)

Staff
Recommendation

(Service Line
installation

charge)

Meter Size Current
Service Line
Installation

Charges

Current Meter
Installation

Charges

$3705/8 x 3/4-inch $370

3/4-inch $370 $205 $370

1-inch $420 $240 $420

1 %-inch $450 $450 $450

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 9

Table 4 Actual and Projected Growth

1. DEPRECIATION RATES

Decision No. 70372 (dated June 13, 2008) approved the depreciation rates used by the District in
this rate proceeding except that the Company reorganized the authorized rates utilizing the
National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as
presented in Figure 6. Staff recommends the depreciation rates presented in Figure 6 by
NARUC account.

J. OTHER ISSUES

Service Line and Meter Installation Charges

The District did not request that its currently authorized meter and service line installation
charges be changed in this rate proceeding. Staff recommends that the currently authorized rates
continue to be used as shown under the column headings "Staff Recommended" in Table 5.

1.

Table 5 Service Line and Meter Installation Charges (Anthem Water)



$580 $945 $580 $945 $945 $580 $1,525

$580 SI ,640 $580 $1,640 $1,640 $580 $2,220

$745 $1,420 $745 $1,420 $1 ,420 $745 $2,165

$765 $2,195 $765 $2,195 $2,195 $765 $2,960

$1,090 $2,270 $1,090 $2,270 $2,270 $1,090 $3,360

$1,120 $3,145 $1,120 $3,145 $3,145 $1,120 $4,265

$1,610 $4,425 $1,610 $4,425 $4,425 $1,610 $6,035

$1,630 $6, 120 $1,630 $6,120 $6,120 $1,630 $7,750

Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost Actual Cost

2-inch
(Compound)

3-inch
(Turbo)
3-inch

Compound
4-inch

(Turbo)
4-inch

(Compound)
6-inch

(Turbo)
6-inch

(Compound)
Over 6-inch

2-inch
(Turbo)

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 10

Curtailment Tariff

The Company has an approved curtailment tariff on tile with the Commission.

Cross Connection & Backflow Tariff

The Company has an approved Cross Connection & Backflow Tariff.

Reclassifications

An expense of $22,289.24 was listed in the Structure and Improvement for Water Treatment
Account No. 304300. Staff understands this expense was actually payment for chemical feed
and water quality monitoring equipment at the CAP Pumping Station. Staff recommends
$22,289.24.be reclassified to the Water Treatment Equipment Non-media Account No.320100.

4.

2.

3.
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FIGURE 1

ANTHEM WATER DISTRICT CERTIFICATED AREA
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FIGURE 2

LOCATION OF ANTHEM WATER DISTRICT
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FIGURE PA

ANTHEM WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE CB

ANTHEM WATER DISTRICT SYSTEMATIC DIAGRAM
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Arizona American Water Co. Anthem Water District

(PWS #07-504 Well System)
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FIGURE AC

ANTHEM WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE 3D

ANTHEM WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE 4

ANTHEM WATER DISTRICT WATER USAGE

During 2008 Test Year Water Usage In Arizona-Amedcan
Anthem Water District CC&N Area
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FIGURE 5

GROWTH IN ANTHEM WATER DISTRICT

Actual & Projected Growth In Arizona American Water
Company Anthem Water District CC&N Area
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Decision
70372

Company's
proposed rate

(" 0)

StaTe

Recommended
Rate (0 0)

0 --... "-"8 0

0 0 0

NARUC
Acct

Company's
Account #.

301000 Organization301

302 302000 Franchises

303 303200 Land & Ld Rights SS
303300 Land & Ld Rights P

303500 Land & Ld Rights TD

303600 Land & Land Rights AG

304 304100 Strict & Imp SS
304200 Struct & Imp P

304300 Struct & Imp WT

Depreciable Plant

0 0

0 0

0 NA
0 NA

2.50 2,50

1.67 1.67

1.67 1.67

0

0

0

0

2.50

1.67

1.67

1.67

0

1.67

1.67
0.00
2.50
2.50

2.52

2.00'
4.42

4.42

4.42

4.42
7.06

5.00

1.67

1.53

1.53

1.53

1.53

2.48

6.67
2.51

2.51

2.00

6,67

4.55

10.00

25.00

25.00

304400 Strict & Imp TD 1.67 1.67

304510 Struct & Imp AG Cap Lease 0 N/A
304600 Struct & Imp Offices 1.67 1.68

304620 Strict & Imp Leasehold 1.67 0.

304700 Struct & Imp Store, Shop,Gar 0.00 NA
305000 Collect & Impounding 1.67 2.50

306000 Lake, River & Other Intakes 2.50 2.50

307000 Wells 8; Springs 2.52 2.52

308000 Infiltration Galleries & Tunne NA 6.67

310100 Power Generation Equip Other N A 4.42

311200 Pump Equip Electric 4.42 4.42

311300 Pump Equip Diesel NA 4.42

311500 Pump Equip Other 4.42 4.42

320100 WT Equip Non-Media 4.00 7.064

320200 WT Equip Filter Media NA 5.004

330000 Dist Reservoirs & Standpipe 1.67 1.67

331001 TD Mains Not Classified by size 1.53 1.56

331100 TD Mains 4-inch & Less 1.53 1.53
331200 TD Mains 6-inch to 8-inch 1.53 1.53
331300 TD Mains 10-inch to 16-inch 1.53 1.53

333000 Services 2.48 2.48

334100 Meters 2.51 6.674

334200 Meter Installations 2.51 2.51

334300 Meter Vaults NA 2.51

335000 Hydrants 1.99 2.00

NA Backflow Prevention Devices NA NIA
340100 Office Furniture & Equip 4.59 4.55

340200 Comp & Perish Equip 4.59 10.004

340300 Computer Software NA 25.004

340330 Comp Software Other NA 25,004

305

306

307

308

310
311

320

330

331

333

334

335

336
340

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A_09-0343
Page 19

FIGURE 6

DEPRECIATION RATES FOR WATER SYSTEMS -Anthem Water District



341 341100 Trans Equip Lt Duty Tris 25.00 20.004 20.00
341200 Trans Equip Hvy Duty Trks 25.00 15.004

341300
Transportation Equipment
Othetl NA

25,00

341400 Trans Equip Others 25.00 16.67

342 342000 Stores Equipment 0.00 NA
343 343000 Tools, Shop, Garage Equip 1.53 4.14

344 344000 Laborato Equipment 3,71 3.71

345 345000 Power Operated Equipment 1.53 5.14

346 346100 Comm Equip Non-Telephone 9.76 10.28

346190 Remote Control & Instrumentation NA 9.76

346200 Comm Equip Telephone 9.76 9.76

346300 Comm Equip Other 7.91 4.93

347 347000 Misc Equipment 0.00 6.19 6.19

15.00

20.00

16.67

0.00

4.14

3.71
5.14

10.28

9.76

9.76

4.93

Arizona-American Water Company
Anthem Water Division
Docket No. W-01303A-09-0343
Page 20

Notes: 1. Per the Company, this account reflects transportation automobiles,
2. Per the Company, this account reflects transportation equipment other than trucks, such as trailers and
cars, etc.
3. Per the Company's response to Data Request No. STF 14.8, this account includes source water supply
facilities, such as, the CAP pumping station and pipeline from the CAP canal to the Anthem Water
Treatment Plant. The depreciation rate is consistent with that of Account Nos. 33 1400 and 30900 used in
the Sun City Water District.
4. Approved in Decision No. 71410.

r
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A n

EXHIBIT DMH-2

\. Engineering Report for Arizona-
American Water Company,
Sun City Water District
Docket No. W-01303A-09-0343
(Rate Increase Application)

1 By Dorothy Hains, P. E.

March 1, 2010

EXECUTIVE SUMMARY

RECOMMENDATIONS:

Staff recommends the depreciation rates presented in Figure 6 by National Association of
Regulatory Commissioners' account. (See iI of report for discussion and details.).

11. Staff recommends that the currently authorized meter and service line installation charges
continue to be used as shown under the column headings "Staff Recommended" in Table
8. (See kJ of report for discussion and details.)

III. Staff recommends that the Arizona-American Water Company Sun City Water District
("Sun City Water" or "District") reported annual water testing cost of $7,479 be adopted
for purposes of this proceeding. (See oF of report for discussion and details.)

IV. Staff recommends that the District reduce its water loss to below 10 percent in PWS No.
07-099 by December 31, 2010 or before it files next rate case and/or CC8cN and/or
financing application whichever comes first. Staff further recommends that the District
continue tracking its water loss for three years and submit the data collected every six
months. This reporting would begin once a final decision in this matter becomes
effective. Staff further recommends that the first report be docketed as a compliance item
within 180 days of the effective date of the order issued in this proceeding. (See kG of
report for discussion and details).

CONCLUSIONS:

I.

I. Maricopa County Environmental Services Department ("MCESD") has determined that
both Sun City water systems (PWS Nos. 07-099 and 07-532) are currently in compliance
with its requirements and is currently delivering water that meets water quality standards
required by Arizona Administrative Code, Title 18, Chapter 4. (See aD of the report for
discussion and details.) .



11. Sun City Water is within the Phoenix Active Management Area and is in compliance with the
Arizona Department of Water Resource ("ADWR") monitoring and reporting rules. (See bE
of report for discussion and details)

111. Sun City Water has an approved cross connection tariff. (See kJ of report for discussion and
details)

IV. Sun City Water has adequate storage and production to serve its existing customers and
reasonable growth. (See CB of report for discussion and details)

Sun City Water has an approved curtailment tariff.
details)

(See kJ of report for discussion and

VI. Staff observed that the replacement Well Nos. 2.4 and 5.1 were in-service at the time of
its inspection. (See pK of report for discussion and details).

VII. Staff observed that rehabilitated Well No. 6.4 was in~service at the time of its inspection.
(See pK of report for discussion and details).

VIII. The plant items listed in Table 12 are plant items Staff observed and found to be in-
service at the time of Staffs inspection. (See pK of report for discussion and details).

v.

IX. A check of the Commission Utilit ies Division Compliance database showed there is
currently no delinquent compliance items for Sun City Water. (See aD of report for
discussion and details.)
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New
Well #

ADWR No.
55 ~XXXXXX

Year
Drilled

Casing
Size
(inches)

Well Depth

(ft)
Well
Meter
Size
(inches)

Pump (HP) Pump Yield
(GPM)

1.1 606529 1951 20 900 10 300 1,800
1.2 608176 1958 20 1,090 10 200 1,000
2.1 606532 1954 20 1,000 12 250 1,025
2.2 606530 1948 20 750 12 200 1,500
2.3 606531 1953 16 600 10 125 400
2.4 207783 2005 18 1,120 8 250 900
3.1 606528 1975 16 1,200 14 450 2,450
4.1 606524 1969 16 1,206 10 420 1,250
5.1 217004 2008 18 1,196 12 300 1,724
5.2 606523 1954 20 1,000 12 400 750

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 1

A. LOCATION OF DISTRICT

Arizona-American Water Company Sun City Water District ("Sun City Water" or "District")
serves water to approximately 23,000 customers and is located in the Town of Sun City which is
west of the City of Phoenix in Maricopa County. Figure 1 describes the location of Sun City
Water, and Figure 2 describes the Certificate of Convenience and Necessity ("CC&N") area of
Sun City Water.

B DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on December 8 and 9, 2009 by Dorothy Hains, Utilities
Engineer, accompanied by the Company's representative, Paul Taylor (District's Water Plant
Operations Supervisor).

The District owns and operates two water systems under Arizona Department of Environmental
("ADEQ") Public Water System ("PWS") Identification Nos. 07-099 and 07-532.

PWS No. 07-099

PWS No. 07-099 consists of twenty drinking water wells that have 25,350 gallons per minute
("GPM") combined capacity, and 7.9 million gallons of storage capacity.l PWS No. 07-099 has
adequate storage and well production to serve its existing customers and reasonable growth.
Figures PA, CB, AC, 3D, BE, OF, KG, 31 and KJ provide a process schematic showing both the
active and inactive components of this water system.

Table 1 Plant inPWS No. 07-099

Active Drinking Water Wells

I.

1 This system also consists of one active irrigation well.



5.3 606522 1973 16 1,206 12 400 1,800
5.4 606521 1952 20 1,176 12 350 1,320
5.5 606534 1974 16 1,215 12 400 1,765
6.1 574914 1999 16 1,091 8 250 1,150
6.2 606520 1973 16 1,200 12 450 1,700
6.3 606526 1956 20 1,006 12 400 1,440
6.4 606518 1950 20 910 8 350 800
8.1 536983 1993 16 1,020 12 250 1,150
8.2 606535 1952 20 1,000 12 350 725
8.3 606536 1975 16 1,214 12 400 700

Well # ADWR No.
55-XXXXXX

Year
Drilled

Casing
Size
(inches)

Well Depth

(Pt)

Well
Meter Size
(inches)

Pump

(HP)

Pump Yield
(GPM)

30A-N 807594 1998 16 360 8 125 650

Well # ADWR
No. 55-

XXXXXX

Casing
Size
(inches)

Well
Depth

(f*)

Well
Meter
Size
(inches)

Pump

(HP)

Pump
Yield
(GPM)

Year
Drilled

Year
disconnected

606518 20 910 12 None N/A 1950 2000
606537 20 N/A N/A N/A N/A 1953 N/A
608175 14 1,050 10 75 600 1947 2002
608177 20 1,090 10 200 1,200 1960 2002
606533 20 1,000 8 200 1,100 1946 2000

5.1 536983 16 1,020 12 250 1,250 1993 2008
807594 16 N/A 8 125 650 1998 N/A

2.4 608177 18 1,119 8 250 900 1982 2c>06

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 2

Active Irrigation Water Well

Inactive or Capped Drinking Water Wells

Notel 1. Well #55-606533 was disconnected due to high nitrate contamination
2. Well #55-605 lb which had a poor production rate has been disconnected and

converted to a ground water level monitoring well
3. Well #55-6081077 (Well #2.4) was old Youngtown well. Well casing was corroded

therefore, the District decided to replace this well



Location Structure or equipment Capacity
Well #l.1 Site Booster Pumps Three 75-HP

Pressure Tank One 10,000 gal
Storage Tank Two 300,000 gal

Well #2.1 Site Booster Pumps Two 75-HP
Two 100-HP

Pressure Tank One 10,000 gal
Storage Tank Three 300,000 gal

Well #3.1 Site Booster Pumps Three 100-HP
Pressure Tank One 10,000 gal
Storage Tank Two 460,000 gal

Well #4.1 Site Pressure Tank One 10,000 gal
Well #52 Site Pressure Tank One 5,000 gal
Well #5.3 Site Pressure Tank One 5,000 gal
Well #5.4 Site Pressure Tank One 5,000 gal
Well #5.5 Site Pressure Tank One 5,000 gal

Plant #5 Booster Pumps Four 100-HP
Four 150-HP

Pressure Tank Two 10,000 gal
Storage Tank Two 1,250,000 gal

Well #6.l Site Booster Pumps Three 100-HP
Three 150-HP

Pressure Tank Two 10,000 gal

Storage Tank Two 1,250,000 gal

Well #62 Site Pressure Tank One 5,000 gal
Well #6.3 Site Pressure Tank One 5

Well #6.4 Site Pressure Tank One 5

Well #8.l Site Booster Pumps One 75-HP
Three 100-HP

Pressure Tank One 10,000 gal
Storage Tank Two 680,000 gal

Well #83 Site Pressure Tank One 5,000 gal

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 3

Active Storage, Pumping

II. PWS No. 07-532

PWS No. 07-0532 is a new water system, it began providing service to its customers in
December 2008. This system consists of two wells that have 1,680 GPM combined capacity,
and 1.5 million gallons of storage capacity. Due to lack of water usage data, Staff cannot
determine if the system has adequate storage and well production capacity. Figure OH provide a
process schematic showing the active components of this water system



New
Well #

ADWR No.
55-XXXXXX

Year
Drilled

Casing
Size
(inches)

Well Depth
(ft)

Well Meter
Size
(inches)

Pump (HP) Pump Yield
(GPM)

9.2 205600 2005 18 984 6 200 580
9.3 207076 2005 18 682 8 200 1,100

Location Structure or equipment Capacity
Plant No. 9 Site Booster Pumps Three 60-HP

Three 100-HP

Pressure Tank One 15,000 gal
Storage Tank One 1,500,000 gallon concrete tank

Diameter (inches) Material Length (feet)
18 Various 2,472
16 Various 22,238
14 Various 367
12 Various 219,574
10 Various 121,093
8 Various 251,504
6 Various 818,252
4 Various 159,720

undetermined Various 21,430

Size (inches) Quantity

%x% 19,555
2% 812

1 520
1% 1,619
2 631

3 25
4 5

6 10

8 2

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 4

Table 2 Plant in PWS No. 07-532

Active Drinking Water Wells

Active Storage, Pumping

Table 3 Combined Plants (for both PWS Nos. 07-099 & 07-532)

Distribution Mains

Meters



Arizona-American Water Company
Sun City Water District
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c. MARICOPA COUNTY ENVIRONMENTAL
("MCESD") COMPLIANCE

SERVICES DEPARTMENT

MCESD has determined that both Sun City systems (PWS Nos. 07-099 and 07-532) are
currently in compliance with its requirements and is currently delivering water that meets water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4.2

D. ARIZONA CORPORATION COMMISSION ("ACC") COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance items for Sun City Water.

E. ARIZONA DEPARTMENT
COMPLIANCE

OF WATER RESOURCES (MADWRQQ)

The District is in Phoenix Active Management Area ("AMA"). Staff received a Compliance
Status Report from ADWR on December 22, 2009. In its report ADWR stated that the Sun City
Water is in compliance with its requirements governing water providers.

F. WATER TESTING EXPENSES

The District reported an annual water testing expense of $7,479 during the test year (See Table 4
and Table 5.). Staff estimated the total annual water testing cost for Sun City Water to be
$14,758. (See Table 4 & Table 5 - Staff Estimated).

2 Based on MCESD memorandums dated June 17, 2009 and December 21, 2009.



L_
V

Co.

Monitoring 9 POEs (Co.'s)

Co. Co.| Staff

5,280

Co. No, of
tests per year

Co.'s
Annual
Cost

300' $3,300'

Staff Staff Staff

Monitoring -7
POEs

Annual
Cost

No. of
tests per
year

Cost
per
test

Cost

per

test

Bacteriological - monthly $11

Customer requested back $11

Customer requested HPC $35

PriorityInorganics
Pollutants
Radiochemical - (1/3 yr)
Gross Alpha
Uranium
Radium 228
Radium 226

$60

$130

Phase II and V:

IOC's

SOC's*

VOC's*

Dioxin $500

Nitrites* per 9 yrs

Nitrates annual*

Asbestos - per 9 years*

Lead & Copper -Annual*

TTHM/HHAs -annual*
Maximum chlorine residual
levels

$20'

Arsenic*

Total

$11 480 5,280

84

602

1302

12 $132

0 $0'

$0 $252 %

$103'

$2241

$60

$130 12

Iz

3
I 4

Ill 211
ll :i,i.:*

!lIUIM§3*
£4 z
Q*. 1  .

i*3??'8' 84 ;

4 so $88 42

l% so $350 my

2 $0 $220 2

61 $3,000' $350 7

% $0 $15 0.8

l $0 $25 12

W $0 $160 0.8

40 $0 $45 302

4 $0 $290 42

36 $7201 $20 36

1 $95 l
$7,479

|

3522

4662

440440

2,450

12

252

128

1,350

1,1602

720

95

$13,762

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 6

Table 4 Water Testing Cost (Sun City-pws No. 07 099)

Notes: *- The test will be done in the Company's Lab in Belleville.
l. Referenced to Company's Response to Data Request of STF 12. l .
2. Adjustment is based on Company's Response to Data Request of STF 12.1.



Co. 's
Annual
Cost

Monitoring - 2 wells
(Tests per 3 years, unless
noted.)

Cost
per test
(Staff
Ests)

No. of
tests per
three year
period

Total cost
per three
year
period

Annual Cost
(Staff Estimates)

$132

MAP

MAP

MAP

MAP

MAP

MAP

$225

$110

$240

$2892

Bacteriological .- monthly

Inorganics - Priority
Pollutants

Radiochemical - (1/ 4 yr)

Phase II and V:

IOC's, SOC's, VOC's

Nitrites

Nitrates - annual

Asbestos - per 9 years

Lead & Copper -- annual]

TTHM/HHAs -Annual
Maximum chlorine residual
levels
MAP fees (annual)

Total

N/A $11 36 $396

N/A
$300 MAP MAP

N/A $60 MAP MAP

N/A

N/A $2,805 MAP MAP

N/A $20 MAP MAP

N/A $40 3 MAP

N/A $180 % MAP
N/A1 $45 15 $675

N/A $110 32 $330
N/A

$20 36 $720

N/A

Co. 's
Annual
Cost

0 $996

District Reported Costs Staff Estimated Annual
Cost

Grand Total Table 4 and Table 5
Testing Costs

$7,479 $14,758

Arizona-American Water Company
Sun City Water District
Docket No. w-01303A-09-0343
Page7

Table 5 Water Testing Cost (PWS No. 07 532)

• Notes:
1.
2.

Referenced to Company's Response to Data Request of STF 12. 1 .
Adjustment is based on Company's Response to Data Request of STF 12.1.

The District informed Staff that some water testing is performed at Arizona - American Water
Company's lab in Belleville and that these costs would be included in the allocation of corporate
expenses and as a result were not duplicated in the District's reported testing cost listed above.
The District did not identify how much Belleville lab cost would be allocated to the District.
Therefore, Staff recommends that the District reported annual water testing cost of $7,479 be
adopted for purposes of this proceeding.



Month Number of
Customers

Water Sold (gallons) Water pumped
(gallons)

Water
purchased
(gallons)

Daily Average
(god/customer)

Jan 08 23,014 285,813,000 291,977,000 0 401

Feb 08 22,987 251,362,000 279,582,000 0 391

Mar 08 23,002 266,997,000 367,144,000 0 374
Apr 08 22,996 311,557,000 397,818,000 0 452
May 08 23,005 372,044,000 474,373,000 0 522
Jun 08 22,999 433,540,000 514,368,000 0 628
Jul 08 22,981 466,447,000 536,322,000 0 655
Aug 08 22,969 481,461,000 516,762,000 0 676
Sep 08 22,955 440,319,000 416,008,000 0 639
Oct 08 22,944 354,599,000 473,125,000 0 499
Nov 08 22,927 418,967,000 438,376,000 0 609
Dec 08 22,935 360,072,000 283,547,000 0 506
total 4,443,178,000 4,989,402,000 0

Average 529

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 8

G. WATER USAGE

PWS No. 07-099

Table 6 is the water usage data for PWS No 07-099 reported by the District for the test year of
January 2008 through December 2008.

Table 6 Water Usage (PWS No. 07-099)

In

1. Water Sold

Based on information provided by the District, water use for the year 2008 is presented in Figure
4. The high monthly water use was 676 gallons per day ("GPD") per connection in August, and
the low monthly water use was 391 GPD per connection in February. The average annual use
was 529 GPD per connection.

Non-account Water2.

Loss water should be 10 percent or less and never more than 15 percent. It is important to be
able to reconcile the difference between water sold and the water produced by the source. A
water balance will allow a water company to identify water and revenue losses due to leakage,
lire fighting, and flushing. During the test year lost water in PWS No. 07-099 was calculated to
be ll.l percent which exceeds Staffs recommended threshold of 10 percent.



Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
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The District recognizes that PWS No. 07-099 has excessive water 1oss3. Per its Response to Data
Request STF 11.9, Sun City Water intents to take following actions to reduce water loss in PWS
No. 07-099: (1) test and calibrate each production well meter, (2) begin a periodic service meter
replacement program, (3) test 3-inch and larger size service meters annually, (4) implement an
automatic meter reading program, (5) reduce the amount of water used for flushing wells, (6)
implement an employee education and incentive water loss reduction programs, (7) implement
zero consumption meter read reports, (8) verify internal water use data consistency and (9)
implement an acoustic leak detection program. The Company had informed Staff that during
2009 water loss in Sun City Water was reduced to 8.9 percent, however the District did not
provide the water use data to confirm this reduction.

Staff recommends that the District reduce its water loss to below 10 percent in PWS No. 07-099
by December 31, 2010 or before it files next rate case and/or CC&N and/or financing application
whichever comes first. Staff further recommends that the District continue tracking its water
loss for three years and submit the data collected every six months. This reporting would begin
once a final decision in this matter becomes effective. Staff Nlrther recommends that the first
report be docketed as a compliance item within 180 days of the effective date of the order issued
in this proceeding.

PWS No. 07-532

Because PWS No. 07-532 did not begin providing service until December 2008, there is no
water usage data available for the 2008 test.

H. GROWTH

PWS No. 07-099

Figure 5 shows customer growth based on the service connection data contained in the District's
annual reports, the number of customers increased from 21,961 at the end of 2002 to 22,935 by
the end of 2008, with an average growth rate of 95 customers per year from 2002 to 2008. Based
on the linear regression analysis, Staff estimates that the Company could have approximately
23,560 customers by the end of 2013. The following tables summarizeStaff projected growth.

Reference to the District Witness, Mr. Cole's Direct Testimony.
4 Employees are encouraged to report any water theft at fire hydrants or other unmetered location.
5 This program identifies and will flag meters used for fire flow and seasonal residences that should have had a
zero reading,

3



Year Nos. of Customers
2002 21,961 Reported
2003 21,899 Reported
2004 22,461 Reported
2005 23,011 Reported
2006 23,041 Reported
2007 23,014 Reported
2008 22,935 Reported
2009 23,178 Estimated
2010 23,273 Estimated
2011 23,368 Estimated
2012 23,463 Estimated
2013 23,558 Estimated

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 10

Table 7 Actual and Projected Growth

PWS No. 07-532

Because PWS No. 07-532 did not begin providing service until December 2008, there is no
historical growth data available for the 2008 test year.

1. DEPRECIATION RATES

Decision No. 70351 (dated May 16, 2008) approved the depreciation rates used by the District in
this rate proceeding except that the Company reorganized the authorized rates utilizing the
National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as
presented in Figure 6. Staff recommends the depreciation rates presented in Figure 6 by
NARUC account.

J. OTHER ISSUES

Service Line and Meter Installation Charges

Sun City did not request that its currently authorized meter and service line installation charges
be changed in this rate proceeding. Staff recommends that the currently authorized rates continue
to be used as shown under the column headings "Staff Recommended" in Table 8.

1.



2-inch
Compound)

Proposed
Charge (meter
installation)

Proposed
Charges

(Service line
installation)

Staff Staff
Recommendation Recommendation

(Service Line) (meter installation)

Meter Size Current
Charges

(Service line
installation)

Current Charge
(Meter

installation)

5/8 X 3/4-
inch

$370 $130

3/4-inch $370 $205

l~inch $420 $240

1 %-inch $450 $450

2-inch
(Turbo)

$580 $945

$370 $130 $370 $130

$370 $205 $370 $205

$420 $240 $420 $240

$450 $450 $450 $450

$580 $945 $580 $945

$580 $1,640 $580 $1,6402-inch
(Compound)

3-inch
(Turbo)
3-inch

(Compound)
4-inch
(Turbo)

$580 $1,640

3-inch
(Turbo)

4-inch
(Compound

$745 $1,420 $745 $1 ,420 $745 $1 ,420

$765 so, 195 $765 $2,195 $765 $2,195

$1,090 $2,270 $1,090 $2,270 $1,090 $2,270

$1,120 $3,145 $1,120 $3,145 $1,120 $3,145

6-inch
(Turbo)

$1,610 $4,425 $1,610 $4,425 $1,610 $4,425

$1,630 $6, 120 $1,630 $6,120 $1,630 $6,120

Equal ro actual
total cost of
installation

Equal to actual
total cost of
installation

Equal to actual
total cost of
installation

Equal to actual
total cost of
installation

Equal to actual
total cost of
installation

Equal to actual total
cost of installation

4-inch
(Compound)

6-inch
(Turbo)
6-inch

Compound
Over 6-inch

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 11

Table 8 Service Line and Meter Installation Charges

Curtailment Tariff

The Company has an approved curtailment tariff on file with the Commission.

Cross Connection & Backflow Tariff

2.

3.

The Company has an approved Cross Connection & Backflow Tariff.



NARUC
Acct #

Acct
Description

Sub acct
(Staff
suggested)

Item Description Arizona-
American
Water C0.1

($)

Arizona-
American
Water Co.
Con'ections2 (S)

304 Structure &
Improvement

304100 Well #2.4 structures 9,285.92
Subtotal 9,285.92

307 Wells & Spring
307000 Well #2.4 (well rehab, initial

water quality testing)
1,571,054 190,559.74

Subtotal 1,571,054 190,559.74

311 Pump
Equipment

311200 Well pump (900 GPM @ Well
#2.4)

96,584 518,104.14

Subtotal 96,584 518,104.14

334 meters

334100 8-inch Well meter (@ Well
#2.4)

2,500

Subtotal 2,500

346 Communication
Equipment

346190 Remote Control &
Instrumentation

691,868

Subtotal 61,868

Total 807,106 779,817.80

Arizona-American Water Company
Sun City Water District
Docket No. w-01303A-09-0343
Page 12

K. PLANT ITEMS IN-SERVICE AT THE TIME OF STAFF'S INSPECTION

PWS No. 07-099

1. Well No.2.4 Replacement

The District abandoned the old Well No. 2.4 (DWR Well No. 55-608177) in 2005 and retired
this plant item in 2007. To replace Well No. 2.4, the District installed a replacement well (DWR
Well No. 55-207783) this well was placed into service in December 2008 and was in-service at
the time of Staff s inspection. The District provided the dollar amounts listed in Table9.

Table 9 Plant Addition Well No. 2.4 (PWS No. 07-099)

Note: 1.  The dol lar  amounts  came from the Arizona-American Water  Co's  response to STF 11.5.



NARUC
Acct #

Acct Description Sub acct
(suggested)

Item Description Arizona-
American
Water Co,1 ($)

Arizona-
American
Water Co.
Correctionsz

<$)
304 Structure

Improvement
304100 Fencing, earth work (@ Well

#5.1)
77,563 52,719

Subtotal 77,563 52,719

307 Wells & Spring
307000 Well #5.l (drilling, design,

installation, initial water
quality testing)

1,572,854 1,033,841

307000 Old Well #5.1 (DWR
#55606525) abandonment

79,840 79,840

Subtotal 1,652,694 1,113,681

311 Pump Equipment
311200 Well pump (1,740 GPM @

Well #5. 1)
208,322 208,322

311200 Electric (control panels) @
Well #5 . 1)

114,488 114,488

Subtotal 322,810 322,810

334 meters
334100 12-inch Well meter (@ Well

#5.l )
14,214 14,214

Subtotal 14,214 14,214

346 Communication

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 13

2. The dollar amounts came from the Arizona-American Water Co.'s response via e-mail on
February 26, 2010.

Well No.5.1 Replacement

The District abandoned the old Well No. 5.1 (DWR Well No. 55-536983) in 2008 and retired
this plant item in 2007. To replace Well No. 5.1, the District installed a replacement well (DWR
Well No. 55-217004) this well was drilled in May 2008 and placed into service in December
2008 and was in-service at the time of Staff s inspection. The District provided the dollar
amounts listed in Table 10.

2.

Table 10 Plant Addition Well No. 5.1 (PWS No. 07-099)



Equipment
346100 ISCADA( Well#5.1) 87,009 87,009

Subtotal 87,009 87,009

Total 2,154,290 1,590,4334

NARUC
Acct #

Acct
Description

Sub acct
(suggested)

Item Description Arizona-
American
Water Co. 1
($)

Arizona-
American
Water Co.
Correctionsz

(8)
304 Structure &

Improvement
304100 Roofing 1,859

Subtotal 1,859

307 Wells & Spring
307000 Well #6.4 (well rehab, initial water

quality testing)
510,627.76 124,569

Subtotal 510,627.76 124,569

311 Pump

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 14

Note: 1. The dollar amounts came from the Arizona-American Water Co.'s response to STF 11.7-11.8.
2. The dollar amounts came from the Arizona-American Water Co.'s response via e-mails on

February 26 and March l, 2010.
3. The Arizona-American Water Co. stated that $1,113,681 expense for Well #5.l (drilling,

design, installation and initial water quality test) included $798,400 of Cost of Removal. Staff
removed $798,400 from this account.

4. The Arizona-American Water Co. stated that $1,113,681 expense for Well #5.1 included
$798,400 of Cost of Removal. Staff removed $798,400 and total expense became $1,590,433
from $1,670,273

Well No.6.4 Rehabitation

Sun City Water Plant No. 6 consists of four wells (Well Nos. 6.1, 6.2, 6.3 and 6.4). Well No. 6.1
produces water that exceeds the arsenic maximum contaminant level ("la/ICL") la/ICESD allows
Sun City Water to blend water produced by Well No. 6.1 with water from wells with arsenic
levels that meet the new MCL requirement. Sun City Water is dependant on the production
from Well No. 6.4. Rehabitation of this well was needed to increase its production. The
rehabilitation of Well 6.4 was completed prior to Staff' s inspection. Staff observed that Well
No. 6.4 was in-service at the time of its inspection. The District provided the dollar amounts
listed in Table ll.

3.

Table 11 Plant Addition Well No. 6.4 (PWS No. 07-099)



Equipment
311200 Well pump 800 GPM Well #6.4) 108,070 133,924
311200 f Well #6.4Electric control panels 123,200 152,674

Subtotal 231,270 286,598

320.1 Water
Treatment Plant

320100 Sand separator 36,150 60,601
Subtotal 36,150 60,601

3202 Solution
Chemical
Feeders

320200 On-site chlorine (gas) disinfection (@
Well #6.4)

10,396 12,883

Subtotal 10,396 12,883

334 meters
334100 12-inch Well meter( Well #6.4) 8,000 9,914

Subtotal 8,000 9,914

336 Backflow
preventer

336000 One %-inch backHoe preventer 200 1,239
Subtotal 200 1,z39

346 Communication
Equipment

346100 ISCADA Well #6.4) 10,462 12,965
Subtotal 10,462 12,965

Total 807,106 510,628

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 15

Note: 1. The dollar amounts came from the Arizona-American Water Co.'s response to STF 11.6.
2. The dollar amounts came from the Arizona-American Water Co.'s response via e-mail on

February 26, 2010.

The District has requested that the PWS No. 07-099 plant items listed above in Tables 9, 10 and
ll be treated as post test year pro forma plant for purposes of this proceeding.

PWS No. 07-532

PWS No. 07-532 is a new water system, it began providing service to its customers in December
2008. The plant items listed below in Table 12 are plant items Staff observed and found to be in-



NARUC
Acct #

Acct Description Item Description Arizona
American
Water C0.1
($)

Arizona --
American Water
Co.Corrections2

(8)
303 Land & Land

Right
Land & Land Right 88,715

Subtotal 88,715

304 Structure
Improvement
304200 Fencing, earth work (@ Plant #9) 716,452 736,677

IPaving( Plant #9) 13,066
IBuildings( plant #9) 660,279 678,916

HVAC Unit 143,119
8" piping for HVAC Unit 9,882
Fire suppression Equipment 46,780
Manhole/catch basin 24,094
Electric gate opener 25,890

304100 Well #92 (Earth work, fencing) 271,885 291,194
IPaving( Well #9.2) 34,179

ICatch basin (Dry Well Well #9.2) 34,230
Well #9.3 (Earth work, fencing) 219,606 227,492
Paving( WelI#9.3) 21,688
Catch basin (dry Well @Well #9.3) 33,279

Subtotal 1,868,222 2,320,486

307 Wells & Spring
Well #9.2 (drilling, design, installation, initial
water quality testing)

1,390,295 417,840

Well #9.3 (drilling, design, installation, initial
water quality testing)

1,431,486 374,105

Subtotal 2,821,781 791,945

309 Supply Mains
Pipes & fittings (@ Well #9.2) 40,980
Valves (@ Well #9.2) 74,049
Pipes & fittings (@ Well #9.2) 110,411
Valves (@ Well #9.2) 60,948

Subtotal 286,388

310 Power generator
IOne 750 KW/938KVA generator( plant #9) 222,355 228,632

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 16

service at the time of Staff' s inspection.6 The District provided the dollar amounts listed in
Table 12.

Table 12 Additional Plant (PWS No. 07-532)

6 These plant items may have been omitted from plant records submitted with the Sun City Water rate application.



Subtotal 222,355 228,632

311 Pump Equipment
IThree 60-HP booster pumps ( plant #9) 67,421 207,973

IThree 100-HP booster pumps ( plant #9) 82,936 255,832
IElectric work, control panel ( plant #9) 549,392 564,901

Compressor for hydropneuatic tank 41,367
Pressure Measurement Device 16,651
Ultrasonic level measurement device 3,528
Chlorine analytical water monitoring
instrument

3,280

IWell pump (492 GPM Well #9.2) 98,948 105,562
I Well #92Electric (control panels) 322,296 343,838

I Well #9.2)Measurement device gauge 3,444
IWell pump (1,000 GPM Well #9.3) 118,751 121,764
I Well #9.3Electric (control panels) 425,446 436,240

IMeasurement device gauge ( Well #9.3) 2,314
Subtotal 1,665,190 2,106,694

320.1 Water Treatment
Equipment
320100 Magnetic meters (@ Plant #9) 15,760

Subtotal 15,760

320.2 Solution
Chemical Feeders
320200 On-site sodium hypochlorite generator (@ plant

#9)
117,475 120,791

Subtotal 117,475 120,791

330.1 Storage Tank
330100 One 1.5 MG (concrete, underground) storage

tank (@ plant #9)
2,021,153 2,078,210

Subtotal 2,021,153 2,078,210

330.2 Pressure Tank
330200 One 1,500 gallon hydro pneumatic tank (@

plant #9)
72,229 74,268

Yard hydrant/sampling station (@ Well #9.2) 3,651
Yard hydrant/sampling station (@ Well #9.3) 3,433

Subtotal 72,229 81,352

331 Mains
331100 Mains 4" & less 55,204
331200 Mains 6" to 8" 48,870
331300 Mains 10" to 16" 517,858
331300 valves 89,130
331400 eaterMains 18" & I 76,118

Subtotal 787,180

Arizona-American Water Company
Sun City Water District
Docket No. W-01303A-09-0343
Page 17



334 meters
33400 Two 6-inch Well meter (@ Well #92 ) 32,283 34,441

ITwo 6-inch Well meter ( Well #9.3) 32,804 33,636
Subtotal 65,087 68,077

336 Backflow
preventer
33600 Three %-inch backflow preventers 2,080 2,139

@ Well #92 2,421 2,583
I Well #93 2,257 2,314

Subtotal 6,758 7,036

346 Communication
Equipment

SCADA ( plant #9) 159,696 164,204
ISCADA( Well #9.2) 4,035 4,305
ISCADA ( Well #9.3) 3,762 3,857

Subtotal 167,493 172,366

347 Misc Equipment
347000 Eye wash/drench 1,069

Subtotal 1,069

Total 9,027,743 9,154,701

Arizona-American Water Company
Sun City Water District
Docket No. w-01303A-09-0343
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Note: 1. The dollar amounts came from the Arizona-American Water Co.'s response to STF 11.1-11 .4.
2. The dollar amounts came from the Arizona-American Water Co.'s response via e-mail on

February 26, 2010.
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FIGURE 1

SUN CITY WATER DISTRICT CERTIFICATED AREA
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FIGURE 2

LOCATION OF SUN CITY WATER DISTRICT
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FIGURE PA

SUN CITY WATER DISTRICT SYSTEMATIC DIAGRAM
FOR EXISTING SYSTEMS
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FIGURE CB

SUN CITY WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE 3D

SUN CITY WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE 3E

SUN CITY WATER DISTRICT SYSTEMATIC DIAGRAM
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FIGURE 4

SUN CITY WATER DISTRICT WATER USAGE
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FIGURE 5

GROWTH IN SUN CITY WATER DISTRICT
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SUII City
Water

proposed
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Recommended

Rate (%)

301000301 0Organization 0301
302
303

304

305
307
309
310

311

320

320.1

320.2

330

330.1

330.2

331

302000 Franchises 0 0 0

303200

303300

303500
303600

Land & Land Rights
Land & Land Rights SS
Land & Land Rights P
Land & Land Right TD
Land & Land Right AG

0
0
0
0
0

0
0
0
0

304100

304200

304300

304400

304500
304600

304620
304800

Structures & Improvements
Structure & Improvement SS
Structure & Improvement P
Structures and Improvements WT
Structure & Improvement TD
Structure & Improvement AG
Structure & Improvement office
Structure & Improvement Leasehold
Structure & Improvement Misc

2.50
1.67
1.67
2.00
N/A
4.63
N/A
1.67

2.50
1,67
1.67
2.00

3.991~2
4.63
N/A
1,67

305000 Collection & Impounding reservoirs 2.50 2.50
307000 Wells & Springs 2.52 2.52
309000 Supply Mains N/A 2.00
310000
310100

Power Generation Equip
Power Generation Equip Other

4.42
N/A

4.42
4.42

311200
311300
311400
311500

Pumping Equipment
Pump Equipment Electric
Pump Equipment Diesel
Pump Equipment Hydraulic
Pump Equipment Other - pump parts]

4.42
5.00
N/A
5.01

4.42
5.00
4.42
5.01

320100
Water Treatment

Water Treatment Equipment Non-Media 4.00 7.062
N/A Water Treatment plants

Sand separator N/A N/A
N/A Solution Chemical Feeders

Chlorine (gas) disinfection unit
On-site Sodium hypochlorite generator

N/A
N/A

N/A
N/A
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Distribution Reservoirs & Standpipes

Distribution Reservoirs & Standpipes 1.67 1.67

N/A Storage Tank
concrete underground storage tank N/A N/A

N/A Pressure Tank
hydro pneumatic tank N/A N/A

0
0
0
0
0

2.50
1.67
1.67
2.00
3.99
4.63

0
1.67
2.50
2.52
2.00
4.42
4.42

4.42
5.00
4.42
5.01

7.06

5.00

10.00
5.006

1.67

1.675

5.005

331001
331100

Transmission and Distribution
TD mains not classified by size
TD mains 4-inch & less

1.53
1.53

1.53

1.53

1.53

1.53
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FIGURE 6

DEPRECIATION RATES FOR SUN CITY WATER DISTRICT
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331400

1.53
1.53
N/A

1.53

1.53

2.002

333 333000 Services 2.48 2.48 2.48
334

334100
334200

Meters
Meters
Meter installations

2.51
2.51

6.672

2.51
2.51
2.51

335 335000 Hydrants 2.00 2.00 2.00
336 N/A Backflow Prevention Devices 6.67 N/A 6.67
339

339100
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Other Plant & Misc Equipment
Other P E Intangible
Other P E TD3

0
2.00

0
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0

0.003

340
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340310
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Office Furniture & Equipments
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Computer Software
Computer Software
Computer Software Custom
Computer Software other
Other Office Equip ice/water machines

4.59
4.59
N/A
N/A
N/A
N/A
N/A

4.59

10.002

25.002

25.002

25.002
25.002
7.13'

4.59
10.00
25.00
25.00
25.00
25.00
7.13

341
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Transportation Equipment
Transportation Equip, Lt Duty Trucks
Transportation Equip, heavy Duty Trucks
Trans Equip Other - trailer for flatbed
backhoe 1

25,00
25.00

N/A

20.002

15.002

16.67

20,00
15.00

16.67

342 342000 Store Equipments 3.91 3.91 3.91

343 343000 Tools Shop & Garage Equipments 4.02 4.02 4.02

344 344000 Lab equipments 3.71 3.71 3.71
345 345000 Power operated equipments 5.20 5.20 5.20
346

346100

346190

346200
346300

Communication Equipments
Communication Equip non-telephone
Remote Control & Instrument
Communication Equip - Telephone
Communication Equip Other

10.30

10.30

10.30
4.93

10.30

10.30

10.30
4.93

10.30
10.30
10.30
4.93

347 347000 Misc Equipment 0.0 6.194 6.19

TD mains 6-inch to 8-inch
TD mains 10-inch to 16-inch
TD mains 18-inch & Grtr

1.53

1.53

2.00
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Notes:
1. per the District's response to Data Request STF 14. 1-14.7.
2. Referred to Decision #71410.
3. This account is for easement/right of way, the depreciation rate should be 0%.
4. According to the District, this account only includes an eye wash drench for Well #5.l that was in service in May
2009.
5. Reference to the approved depreciation rate for Sun City West Water District in Decision # 71410.
6. Reference to the approved depreciation rate for Paradise Valley Water District in Decision # 71410.



EXHIBIT DMH-3

I

Engineering Report for Arizona-
American Water Company, Anthem
Wastewater District (Rates)
Docket No. WS-01303A-09-0343
By Dorothy Hains, P.E.
March 1, 20101

EXECUTIVE SUMMARY

CONCLUSIONS

The Arizona - American Water Company Anthem Wastewater District ("Anthem
Wastewater") is in full compliance with the Arizona Department of Environmental
Quality ("ADEQ") for operation and maintenance, operator certification and discharge
permit limits. (See bE of the report for discussion and details.).

Staff concludes that the Anthem Wastewater treatment plant has adequate capacity to
treat the existing customers and reasonable growth in the Anthem Wastewater service
area. (See § C of the report for discussion and details.)

A check of the Arizona Corporation Commission Utilities Division Compliance database
showed there is currently no delinquent compliance item for the Anthem Wastewater.
(See § F of the report for discussion and details.)

4. Staff concludes that the Anthem Wastewater Treatment Plant Headwork Modification
project had been completed and is in service. Staff further concludes that the project was
used and useful at the time of Staffs inspection. (See § H of the report for discussion and
details.)

RECOMMENDATIONS

1. It is recommended that the Anthem Wastewater use depreciation rates as delineated in
Figure 5. (See § H and Figure 5 of the report for discussion and details.)

Staff recommends an annual testing cost of $62,642 for the Anthem Wastewater. (See §
H of the report for discussion and details.)

2.

3.

2.

1.

3. Staff recommends $30,900 be reclassified from the Structure and Improvement for Water
Treatment Account No. 354200 to the Waste Water Power Generation Equipment
Account No.355500. (See § H of the report for discussion and details.)



4. Staff recommends $4,000 be reclassified from the Structure and Improvement for Water
Treatment Account No. 354200 to the Waste Water Electric Pump Equipment Account
No.371100. (See § H of the report for discussion and details.)

5. Staff recommends that the current Anthem Wastewater OF HF tariff be replaced with the
attached modified OF HF tariff (See Figure 6). Staff further recommends that the District
be required to comply with the Status Reporting Requirements contained in Paragraph J
immediately. (See § H of the report for discussion and details.)
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Process Equipment
headwork Flow measuring, Grit chamber, Bar screen, Odor control devices
Treatment Activated sludge, Anoxic/aerobic (nitrification /denitrification),
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A. LOCATION OF DISTRICT

Arizona American - Anthem Wastewater District ("Anthem Wastewater" or "District") serves
approximately 8,000 customers in Anthem, an unincorporated community which is adjacent to
the town of New River which is located north of the City of Phoenix ("Phoenix") in Maricopa
County. Figure 1 describes the location of the District within Maricopa County, and Figure 2
describes the CC&N area of the District.

B. DESCRIPTION OF THE WASTEWATER SYSTEM

The plant facilities were visited on September 29, 2009 by Dorothy Hains, Utilities Engineer, in
the accompaniment of Jeff Marlow, Wastewater Operation Manager and Larry Berry, Water
Quality Specialist.

The wastewater system consists of a 3 million gallon per day ("MGD") extended aeration
treatment plant functions include grit removal, nitrification/denitrification, Zen of filtration, and
disinfection/dechlorination. After dewatering, dry sludge is disposed of at a landfill. After it is
mixed with untreated CAP water and rejected water from Anthem Water Treatment Plant, the
treated effluent is pumped to a golf course pond for irrigation use and a ground water recharge
facility for disposal.1

Figures PA and CB are schematics of the system. The following tables describe the system in
more detail.

Table 1. Anthem Wastewater Facilities

Anthem Wastewater Treatment Plant

1 The effluent is held in a 1 MGD lined pond prior to being pumped to the golf course and recharge facility.



Location No.
Pumps

Pump

(HP)

Capacity (gallons
per minute per

pump)

Wet Well
Capacity
(gallons)

Panhandle #1 LS (38955 N Gavilan
Peak PK , Anthem)

2 7% 494 10,500

Panhandle #2 LS (38302 N Gavilan
Peak PKWY, Anthem)

2 23 500 5,200

Panhandle #3 LS Anthem) 2 5 300 16,700

Reject water LS (in the Anthem
WWTP)

2 20 1,400 6,500

Inflow LS (in the Anthem WWTP) 4 30 2,932 9,700

Size (in inches) Material Length (feet)

4 Ductile Iron Pipe ("DIP") 5,622
6 DIP 3,499
8 DIP 81

18 DIP 9,276

Size in inches Material Length feet)
4 Polyvinyl chloride ("PVC") N/A
6 PVC 4,820
8 PVC 411,323

10 PVC 23,871
12 PVC 19,572
15 PVC 3,224
18 PVC 9,933
21 PVC 2,170
24 PVC 1,070
30 PVC 0

Undetermined PVC 18,831

Type Quantity

Standard Manhole 1,909
Cleanouts 198

Arizona American Water Company
Anthem -- Wastewater District
Docket No. WS-01303A-09-0343
Page 2

Lift Station (LS") Facilities

Force Mains

Collection Mains

Manholes & Cleanouts



Size (in inches) Material Length (feet)

4 PVC 7,917
6 PVC 90

8 N/A N/A
12 N/A N/A
15 N/A N/A

Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gal Ions/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 8,059 52,681,000 1,699,387 2,074,000 211
Feb 8,049 49,287,000 1,760,250 2,345,000 219
Mar 8.042 52,634,000 1,697,871 1,950,000 211
Apr 8,021 50,284,000 1,676,133 1,943,000 209
May 8,017 50,208,000 1,619,613 1,947,000 202
Jun 8,017 45,534,000 1,517,800 2,051,000 189
Jul 8,014 46,309,000 1,493,839 1,757,000 186
Aug 8,008 48,690,000 1,570,645 1,971,000 196
Sep 8,001 48,353,000 1,611,767 1,911,000 201
Oct 8,022 50,949,000 1,643,516 2,052,000 205
Nov 8,009 50,542,000 1,684,733 2,188,000 210
Dec 8,013 51,654,000 1,666,258 2,172,000 208

Average 203
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Services

c. WASTEWATER FLOW

Table 2 below summarizes the wastewater flow data in the District during the test year and
Figure 4 is a graphic illustration of the same flow data. During this period, the District
experienced a daily average wastewater flow of 203 gallons per day ("god") per connection, a
high wastewater flow of 219 god per connection in February, and a low wastewater flow of 186
god per convection in July. The peak month is January, a total of 52,681,000 gallons of
wastewater was collected from 8,059 connections in January, The low flow month is June, a
total of 45,534,000 gallons of wastewater was collected from 8,017 customers in this month.

Table 2 Wastewater Flow

Staff concludes that the District's treatment plant has adequate capacity to serve existing
customers and reasonable growth.



Year Nos. of Customers
2002 N/A Reported
2003 N/A Reported
2004 N/A Reported
2005 9,289' Reported
2006 12,027 Reported
2007 8,076 Reported
2008 8,013 Reported

Arizona American Water Company
Anthem -- Wastewater District
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D. GROWTH

Based on the service connection data in the Company's annual reports, the number of customers
in the District decreased from 12,027 at the end of 2006 to 8,013 by the end of 2008. In its 2005
Annual Report the District reported that customers in Agua Fria had been included in the
Anthem customer counts, Staff believes the significant decline in customers in 2006 is the result
of a change in reporting. With only two years of useful data, Staff can not project the growth rate
for Anthem Wastewater. The following table summarizes actual growth in the District's existing
certificated service area.

Table 3 Actual Growth

Note: l. This number includes total of Anthem customers and Agua Fria customers

E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

ADEQ and Maricopa County Environmental Services Department ("MCESD") regulate the
wastewater system under Wastewater Facility No. 103259 and Aquifer Protection Permit
("APP") No. P103259, Reuse Permit No. R103259 and National Pollutant Elimination System
("NPDES") Permit No. 36218. Per the March 18, 2008 Compliance Status Report issued by
ADEQ, the system is in full compliance for operation and maintenance, operator certification and
discharge permit limits.

F. ARIZONA CORPORATION COMMISSION (HACCSQ) COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance item for the District.

G. DEPRECIATION RATES

Decision No. 70372 (dated June 13, 2008) approved the depreciation rates used by the District in
this rate proceeding except that the District reorganized the authorized rates utilizing the National
Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as presented
in Figure 5. Staff recommends the depreciation rates presented in Figure 5 by NARUC account.



No. of
tests per
year

_._-
Cost per test
(Staff
estimated)

Cost per test
(Company's)

Company
Reported
Total
Costs

Staff Estimated
Annual Cost

136

_ __.._....»_.

365 $15

1
20

$5,475'

365 $35
20

$12,7'/5'

12

$5251
575

$6,300\

365 (in house)' 15 $0'

365 (in h0use)1 15 $01

N/A (in house)' 0 So'

12 $881
0

$1,0561

12 $251
25

$3001

12 $401
40

$480'

4 $4101

252

$1,6441

4 $321 34 $1281

4 $2801 220 $1,1201 880

4 $321 105 $1281 420

29,406' i35,428

Bacteriological -- Fecal
Coliform (single sample
maximum) -daily monthly
Bacteriological - Fecal
Coliform (4 of the last 7
samples) -daily
Bacteriological - enteric virus
(4 of the last 7 samples) -
monthly

pH - daily

Turbidity - daily

Turbidity - continuous

Total Nitrogen (Sum of nitrite,
nitrate and TKN) - monthly
Nitrate & Nitrite as N -
monthly
Total Kjeldahl Nitrogen
(TKN) - monthly
Total Metals (Inorganics -
Priority Pollutants including
fluoride & free cyanide) -
quarterly

Lead - quarterly

VOCs - quarterly

Arsenic quarterly

Total

Monitoring - Discharge

7,300

7,300

6,900

5,475

5,475

0

0

300

480

1,008
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H. OTHER ISSUES

1. Chemical Testing Expenses

The District reported an annual water testing expense for Anthem Water of $62,642 during the
test year. Staff estimated the total annual water testing cost for the District to be is $64,693 (See
Table 4 - Testing Cost for Anthem Wastewater District - APP #P-103259 and Table 5 - Testing
Cost for Anthem Wastewater District -. NPDES #AZ0025429).

Table 4 Testing Cost for Anthem Wastewater - APP #P-103259

Note: 1. Based on the Company Response to Data Request No. STF6.6



Cost per test
(Staff
estimated)

N/A

110

20

20

20

17

40

25

104

Staff Estimated
Annual Cost

Company
Reported
Total
Costs

N/A N/A

4001 440

01 80

1601 80

01 80

601
68

1601
160

3521
100

961

104

Temperature - quarterly N/A1

Oil and grease - quarterly 4 $1001

Total residual chlorine TRC
quarterly

4 (in house)l

Phosphorus - quarterly 4 40 '

Dissolved oxygen -- quarterly 4 (in house)]

Total Dissolved Solids
quarterly

4 151

Total Kjeldahl Nitrogen
(TKN) - quarterly

4 40 '

Nitrate & Nitrite as N
quarterly 4 88 '

Antimony -. Annually
Beryllium -- Annually
Cadmium - Annually

1 96'

Total Chromium - annually 1 82 '

EffluentMonitoring
Character)

Cost per test
(Company's)

No. of
tests per
year

Arizona American Water Company
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Note :  1 .  Based on the  Company Response  to Data Request No. STF 6 .6

Table 5 Testing Cost_f0r Anthem Wastewater - NPDES #AZ0025429



11
550' 0 550' 0

1 N/A 445 01 445

1 N/A 375 01 375

11
1601

02
1601

02

11
2001

02

2001
02

11
200'

02

2001
02

11
1801

02

180'
02

Aldrin, etc.Group II
annually
Group III - 2,4 D, etc.
annually

Endothall - annually

Diquat - annually

Dioxin - annually

VOC

SOC

EDB & DBCP - annually

Group I -- alachlor, etc.
annually

Pesticides/PCB/Unreg/SOC

Aldrin, etc.

2,4 D, etc.

Group II
annually
Group III
annually
Group IV -- Benzo(a)pyrene,
etc. - annually

aldricarb, etc.Group V
annually

Pesticides

Herbicides

TTHMs - annually

Glyphosate - annually

02

02

140

385

355
02

02

02

02

25

17

105

12,000

15,009

11
z001

02

200'
11

200'
02

2001

l N/A 140 N/A

1 N/A 385 N/A

1 1001 355 1001

11
180'

02
1801

1801
02

1801

11
180'

02
180'

1]
6501

02
6501

1 25' 25 25'

l 151
17

15'

1 32' 105 321
41 3,0001 3,000 12,000'

16,3621

Endothall - annually

Dioxin - annually

Sulfides -annually

Total suspended solids
annually

Arsenic ... annually

WET test -- effluent toxicity

Total

Monitoring - Outfall 004

Chromium -- monthly
Chromium VI - monthly
Copper -- monthly
selenium - monthly

Cost per test
(Company's)

Cost per test
(Staff
estimated)

Company
Reported
Total
Costs

Staff Estimated
Annual Cost

r

2961

104

3,552'

551 55 6601

241 26 2881

4,s00'

12

No. of
tests per
year

1,248

660

312

2,220

Cyanide - monthly 12

Hardness - monthly 12

Total

Arizona American Water Company
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Note : 1. Based on the Company Response to Data Request No. STF 6.6
2. The cost is included in SOC expense.

Note: 1. Based on the Company Response to Data Request No. STF 6.6



Monitoring - (Outfall 001 )
No. of
tests per
year

Cost per test
(Staff
estimated)

Company
Reported
Total
Costs

Staff Estimated
Annual Cost

Total residual chlorine TRC
weekly

52 (in house)'
20

pH -weekly 52 (in house)1 15

Copper - monthly
Zinc - monthly
selenium - monthly
Silver - monthly
Total Chromium - monthly

12

2701

104

Cyanide - monthly 12 55' 55

Chromium V1 - monthly 12 621 50

Hardness - monthly 12 24' 26

Total

01

01 780

3,2401

1,248

6601 660

744' 600

2881 312

4,932'

1,040

Company
Reported
Total
Costs

BODY .... bi-monthly 24 48 1,0801$45

Monitoring (Outfall 002)
No. of
tests per
year

Cost per test
(Company's)

Cost per test
(Staff
estimated in

$)

Staff Estimated
Annual Cost

1,152

BOD bi-monthly 24 $45 58 1,0801 1,392

E coli - weekly 12 $35 70 4201 840

Total suspended solids
1/eve two weeks

26 $15
17

3901
442

Total suspended solids (inflow
& effluent) two/month

48
$15

17
7201

816

Total 3,6901 4,642

Company
Reported
Costs

Staff Estimated
Annual Cost

Grand Total  -  Table 4 and
Table 5 Testing Costs

62,642 64,693

l l l IIII Illll
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Cost per test
(Company's)

Note: 1. Based on the Company Response to Data Request No. STF 6.6

Note: 1. Based on the Company Response to Data Request No. STF 6.6

4,640
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The District calculated its total wastewater testing cost for Anthem Wastewater was $62,642.
Staff estimated that total testing costs for Anthem Wastewater was $64,693. Staff believes that
the proposed total testing cost of $62,642 reported by the District is reasonable; therefore, Staff
recommends that an annual testing cost of $62,642 be used for purposes of this proceeding.

2. Reclassification of Plant

An expense of $30,900 was listed in the Structure and Improvement for Water Treatment
Account No. 354200. Staff understands this expense was actually payment for an on-site
generator at Anthem LS No.2. Staff recommends $30,900 be reclassified to the Waste
Water Power Generation Equipment Account No.355500.

An expense of $4,000 was listed in the Structure and Improvement for Water Treatment
Account No. 354200. Staff understands this expense was actually payment for level
control equipment for pump on/off control including ultrasonic sensor, electrode, level
switch, etc. at Anthem LS No. 2. Staff recommends $4,000 be reclassified to the Waste
Water Electric Pump Equipment Account No.37l 100.

3. Anthem Wastewater Treatment Plant ("WWTP") Headwork Modification Project

Staff observed during its field inspection that the Anthem WWTP headwork modification project
was completed and in service. Staff concludes that this project was used and useful at the time of
Staff" s inspection.

4. Staff Proposed Modifications to the Anthem Wastewater Off-site Hookup Fee
(6¢ 0FHF,,)Tariff

The District has an approved OF HF Tariff that became effective on (blank). This tariff does not
include the reporting the Commission now requires of utilities that file for OF HF tariff approval.
Therefore, Staff recommends that the current Anthem Wastewater OF HF tariff be replaced with
the attached modified OF HF tariff (See Figure 6). Staff further recommends that the District be
required to comply with the Status Reporting Requirements contained in Paragraph J
immediately.

b.

a.

r
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ANTHEM WASTEWATER DISTRICT CERTIFICATED AREA

Figure 1
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Figure 2

LOCATION OF ANTHEM WASTEWATER DISTRICT
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FIGURE PA

ANTHEM WASTEWATER TREATMENT PLANT SYSTEMATIC FLOW DIAGRAM
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>

I

3

88
3 .8° ...n.
3 <

ml-A \

8
'1~ s»-A in\ "-

5.

o
2
=f=o
3
€
0

3

--Sewer inflow 80m 1-17 W

in cm

8 8no Tb
"-, - 1

._.
, =

mn-<8
3"
a

Anthem Lift Station #1 Site

Wet well capacity 10,500 gallon

6" flow
meter

\>

>

l 4

Two 7%~HP pump, 494 rpm

Anthem Lift Station #2 Site

Wet well capacity 5,200 gallon

\ 4" flow
meter

l>

'

Two 23-HP pump, 500 pm

Control panel

On-site generator
50 KW

SCACD System
One Odor Control

Control panel SCACD System

On-site generator
48 KW Two Odor Control Units

Anthem Lift Station #3 Site
Wet well capacity 16,700 gallon

,
SCACD System

Two 5-HP pump, 300 rpm

>

4" flow
meter

\

r
o'

Odor Control
On-site generator

64 KW
Control panel

Arizona American Water Company
Anthem - Wastewater District
Docket No. WS-01303A-09-0343
Page 13

FIGURE CB

ANTHEM WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM
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FIGURE 4

WASTEWATER FLOW IN THE DISTRICT

Waste Water Flow In Anthem Wastewater District CC&N Area
During Test Year 2008
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Co's proposed
rate (%)

Decision #
70372

Staff
Recommended
Depreciation
Rate (%)

2.50% 0

N/A 0 0

N/A 0 0

N/A 0 0

N/A 0 0

N/A 0 0

N/A 0 0

NARUC
Acct #

352

304 3041001 Struct & Imp SS

304 3042001 Struct & Imp P

304 3045101 Struct & Imp AG Cap Lease

304 3046001 Struct & Imp Offices

304 3046201 Struct & Imp Leasehold

304 304800' Struck & Imp Misc

307 307000' Wells & Springs

340 3401001 Office Furniture & Equip

340 340200' Comp 8¢  Periph Equip

340 340300' Computer Software

340 3403301 Comp Software Other

340 3405001 Other Office Equipment

341 341100' Trans Equip Lt Duty Trucks

341 341200' Trans Equip H Duty Trks

341 341400' Trans Equip Others

343 3430001 Tools, Shop, Garage Equip

344 344000' Lab Equipment

346 3461001 Comm Equip Non-Telephone

346 3462001 Comm Equip Telephone

346 346300' Comm Equip Other

347 3470001 Misc Equipment

Description

0

10.00

0

0

0

20.00

15.00

16.67

0

0

0

0

0

0

0

0

0

1.67

1.67

2.04

2.04

2.04

5.00

5.00
I

N/A 0

0% 10.00

N/A 0

N/A 0

N/A 0

N/A 20.00

25.00% 15.00

25.00% 16,67

4.47% 4.47

N/A 0

N/A 0

N/A 0

N/A 0

N/A 0

0.00% 0352000 WW Franchises352
353
353

354

354

354

354

355

360

361

362

363

364
370

371

371

380

380

353 353200 WW Land & Ld Rights Coll 0.00% 0

353500 WW Land & Ld Rights Gen 0.00% 0

354200 WW Struct & Imp Coll 2.50% l .67

354300 WW Struck & Imp SPP N/A 0

354400 WW Struct & Imp TDP 0.00% l .67

354500 WW Struck & Imp Gen 1.67% l .68

355500 WW power gen equip RWTP N/A 5.00

360000
WW Collection Sewers
Forced 2.04%

2.07

361100 WW Collecting Mains 2.04% 2.04

362000 WW Special Coll Struct 8.40% 2.04

363000 WW Services Sewer 2.04% 2.04

364000 WW Flow Measuring Devices 5.42% 10.00

370000 WW Receiving Wells 5.42% 5.00

371100 WW Pump Equip Elect 5.42% 5.42

371200 WW Pump Equip Oth Power 5.42% 5.42

380000 WW TD Equipment 5.00% 5.00

380050 WW TD Equip Grit Removal 5.00% 5.00
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FIGURE 5 Depreciation Rates for Anthem Wastewater District



380 380100 WW Equip Sad Tanks/Acc 5.00% 5.00 5.00

380 380200
kw TD Equip Sludge/Eff]
RMV N/A

5.00 5.00

380 380250 WW TD Equip Sldge Dig Tnk 5.00°  0 5.00 5.00
380 380300 WW TD Equip Sldge Dry/Filt 5.00% 5.00 5.00
380 380400 WW TD Equip Aux Effl Trot N/A 5.00 5.00
380 380500 WW TD Equip Chem Trmt Plt 5.00% 5.00 5.00
380 380600 WW TD Equip Oth Disp 5.00% 5.00 5.00
380 380625 WW TD Gen Trot N/A 8.40 5.00

370 380650
WW TD Equip InHerent Lift
Station N/A

8.40
5.00

381 381000 WW Plant Sewers N/A 5.00 5.00
382 382000 WW Outfall Sewer Line N/A 5.00 5.00
389 389100 WW eth Plt & Misc Equip Inf 0.00% 4.98 4.98
390 390000 WW Office Furniture & Equip 4.59% 4.59
391 391000 WW Trans Equipment N/A 20.00
392 392000 WW Stores Equipment N/A 3.96

393 393000
WW Tool Shop & Garage
Equip 4.47%

4.47
. . . I . :

: R »

"
.3

r

394 394000 WW Laborato Equipment 3.71% 3.71 3.71
395 395000 WW Power Operated Equip 5.88% 5.02 fS;02

396 396000 WW Communication Equip 10.30% 10.30 +10.30
397 397000 WW Misc Equipment N/A 5.10 5.10
398 398000 WW Other Tangible Plant 0.00% 0.00 0.00
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Notes: 1. Per Company's response to Data Request No. STF 14.12 & 14.13, the account reflects allocation of
Arizona Corporate plant.
2. Per Company, the account reflects any transportation equipments that are not light truck or heavy truck, it
could be trailer, mules, etc.
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FIGURE 6 Off-site Facility Hookup Fee Tariff for Anthem Wastewater District

TARIFF SCHEDULE

UTILITY: As American Water Co.Anthem Wastewater District DECISION NO.
DOCKET NO.: SW-01303A-09-0343 EFFECTIVE DATE:

OFF-SITE FACILITIES HOOK-UP FEE (WASTEWATER)

1. Purpose and Applicabilitv

The purpose of the off-site facilities hook-up fees payable to Arizona American Water Company
- Anthem Wastewater District ("the Company") pursuant to this tariff is to equitably apportion
the costs of constructing additional off-site facilities to provide wastewater treatment plant
facilities among all new service laterals. These charges are applicable to all new service laterals
established after the effective date of this tariff. The charges are one-time charges and are
payable as a condition to Company's establishment of service, as more particularly provided
below.

11. Definitions

Unless the context otherwise requires, the definitions set forth in R-14-2-601 of the Arizona
Corporation Commission's ("Commission") rules and regulations governing sewer utilities shall
apply interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of
wastewater facilities to serve new service laterals, and may include Developers and/or Builder of
new residential subdivisions.

"Company" means Arizona American Water Companv - Anthem Wastewater District.

"Collection Main Extension Agreement" means any agreement whereby an Applicant, Developer
and/or Builder agrees to advance the costs of the installation of wastewater facilities to the
Company to serve new service laterals, or install wastewater facilities to serve new service
laterals and transfer ownership of such wastewater facilities to the Company, which agreement
does not require the approval of the Commission pursuant to A.A.C. R-14-2-606, and shall have
the same meaning as "Wastewater Facilities Agreement".

"Off-site Facilities" means the wastewater treatment plant, sludge disposal facilities, effluent
disposal facilities and related appurtenances necessary for proper operation, including
engineering and design costs. Offsite facilities may also include lift stations, transportation



TREATMENT PLANT HOOK-UP FEE TARIFF TABLE

Service Lateral Size Factor Fee
4-inch 1 $765'

6-inch 2.25 $1,721
8-inch 4 $3,060

10-inch 6.25 $4,781
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mains and related appurtenances necessary for proper operation if these facilities are not for the
exclusive use of the applicant and benefit the entire wastewater system.

"Service Lateral" means and includes all service laterals for single-family residential or other
uses.

111. Off-Site Facilities Hook-up Fee

For each new service lateral, the Company shall collect an off-site facilities hook-up fee as listed
in the following table :

Established in Decision No. 70372.

Iv. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Hook-up Fee: The off-site facilities hook-up
fee may be assessed only once per parcel, service lateral, or lot within a subdivision (similar to a
service lateral installation charge).

(B) Use of Off-Site Facilities Hook-up Fee: Off-site facilities hook-up fees may only be used
to pay for capital items of off-site facilities, or for repayment of loans obtained for installation of
off-site facilities. Off-site hook-up fees shall not be used for repairs, maintenance, or operational
purposes.

(C) Time of Payment:

(1) In the event that the person or entity that will be constructing improvements
("Applicant", "Developer" or "Builder") is otherwise required to enter into a
Collection Main Extension Agreement, payment of the fees required hereunder shall
be made by the Applicant, Developer or Builder when operational acceptance is
issued for the on~site wastewater facilities constructed to serve the improvement.
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(2) In the event that the Applicant, Developer or Builder for service is not required to
enter into a Collection Main Extension Agreement, the charges hereunder shall be due
and payable at the time wastewater service is requested for the property.

(D) Off-Site Facilities Construction by Developer: Company and Applicant, Developer, or
Builder may agree to construction of off-site facilities necessary to serve a particular
development by Applicant, Developer or Builder, which facilities are then conveyed to
Company. In that event, Company shall credit the total cost of such off-site facilities as an offset
to off-site hook-up fees due under this Tariff. If the total cost of the off-site facilities constructed
by Applicant, Developer or Builder and conveyed to Company is less than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall pay the remaining amount
of off-site hook-up fees owed hereunder. If the total cost of the off-site facilities contributed by
Applicant, Developer or Builder and conveyed to Company is more than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall be refunded the difference
upon acceptance of the off-site facilities by the Company.

(E) Failure to Pay Charges, Delinquent Payments: The Company will not be obligated to
provide wastewater service to any Developer, Builder or other applicant for service in the event
that the Developer, Builder or other applicant for service has not paid in full all charges
hereunder. Under no circumstances will the Company connect service or otherwise allow service
to be established if the entire amount of any payment has not been paid.

(F) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company
pursuant to the off-site facilities hook-up fee tariff shall be non-refundable contributions in aid of
construction.

(G) Use of Off-Site Hook-Up Fees Received: All funds collected by the Company as off-site
facilities hook-up fees shall be deposited into a separate interest bearing trust account and used
solely for the purposes of paying for the costs of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities.

(H) Off-Site Facilities Hook-up Fee in Addition to On-site Facilities: The off-site facilities
hook-up fee shall be in addition to any costs associated with the construction of on-site facilities
under a Collection Main Extension Agreement.

(I) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to the off-site facilities hook-up fees, or if the off-
site facilities hook-up fee has been terminated by order of the Arizona Corporation Commission,
any funds remaining in the trust shall be refunded. The manner of the refund shall be determined
by the Commission at the time a refund becomes necessary.
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(J) Status Reporting Requirements to the Commission: The Company shall submit a
calendar year Off-Site Facilities Hook-Up Fee status report each January 31st to Docket Control
for the prior twelve (12) month period, beginning January 31, 2012 until the hook-up fee tariff is
no longer in effect. This status report shall contain a list of all customers that have paid the
hook-up fee tariff, the amount each has paid, the amount of money spent from the account, the
amount of interest earned on the tariff account, and a list of all facilities that have been installed
with the tariff funds during the 12 month period.
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EXECUTIVE SUMMARY

CONCLUSIONS

Arizona Department of Environmental Quality ("ADEQ") regulates the Arizona
American Water Company, Agua Fria Wastewater District ("Agua Fria Wastewater" or
"District") under Permit Nos. 27395and 36947for the Verrado wastewater treatment plant
("WWTP") and Permit Nos. 26497 and 36953 for the Russell Ranch WWTP. Per the
February 5, 2008, Compliance Status Reports issued by ADEQ, both systems are in full
compliance for operation and maintenance, operator certification and discharge permit
limits. (See bE of the report for discussion and details.).

Staff concludes that the Agua Fria WWTPs have adequate capacity to treat the existing
customers and reasonable growth in the Agua Fria Wastewater service area. (See § C of
the report for discussion and details.)

A check of the Arizona Corporation Commission Utilities Division Compliance database
showed there is currently no delinquent compliance item for the Agua Fria Wastewater.
(See § F of the report for discussion and details.)

RECOMMENDATIONS

It is recommended that the Agua Fria Wastewater use depreciation rates as delineated in
Figure 6. (See § G and Figure 5 of the report for discussion and details.)

2. Staff recommends an annual testing cost of $17,954 for the Agua Fria Wastewater.
(See § H of the report for discussion and details.)

3. Staff recommends $1,838,737 be adjusted from Verrado plant expansion expenses,
(See § H of the report for discussion and details.)

2.

3.

1.

4.

1.

Staff recommends $487,000 be reclassified from the Structure and Improvement for
Water Treatment Account No. 354400 to the Waste Water Power Generation Equipment
Account No.355500. (See § H of the report for discussion and details.)



Staff recommends that the current Agua Fria Wastewater OF HF tariff be replaced with
the attached modified OF HF tariff (See Figure 7). Staff further recommends that the
District be required to comply with the Status Reporting Requirements contained in
Paragraph J immediately. (See § H of the report for discussion and details.)
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A. LOCATION OF DISTRICT

Arizona American Water Company, Agua Fria Wastewater District ("Agua Fria Wastewater" or
"District") provides service in three different areas, the Verrado development area, the Russell
Ranch development area and the Northeast Agua Fria area. Verrado is located near Interstate 10,
approximately 2 miles west of the City of Goodyear in Maricopa County. Russell Ranch is
located north of City of Goodyear in Maricopa County. Northeast Agua Fria area is located east
of Sun City West in Maricopa County. The Company serves approximately 2,100 customers in
its CC&N service area. Figure 1 describes the CC&N area of the District, and Figure 2 describes
the location of the District.

B. DESCRIPTION OF THE WASTEWATER SYSTEMS SERVING THE AGUA
FRIA WASTEWATER SERVICE AREA

The District is served by three separate wastewater treatment plants ("WWTPs"), they are: (l)
the Verrado WWTP, (2) the Russell Ranch WWTP and the Northwest Valley Reclaimed Water
Reclamation Facility ("Northwest Valley") WWTP. The District owns and operates both
Verrado WWTP and Russell Ranch WWTP. Arizona American - Sun City West Wastewater
District owns and operates the Northwest Valley WWTP. 1 Both the Verrado WWTP and
Russell Ranch WWTP were visited on October 7, 2009, by Dorothy Hains, Utilities Engineer,
accompanied by Company representatives, Doug Griffith (Wastewater Operation Manager), Paul
Comejo (Operations Supervisor) and Brad Finke, P. E. (Sr. Project Manager). On October 29,
2007Staff Engineer, Dorothy Hains inspected the Northwest Valley WWTP accompanied by the
Company's representatives, Doug Griffith and Ygnasio Samarripa.

Verrado Wastewater Svstem

During the 2008 test year the Verrado system served approximately 2,000 customers in the
Verrado development area. The Verrado WWTP has an 830,000 gallon per day ("GPD")
treatment capacity. In 2007, the Company began its Phase II expansion of the Verado WWTP
increasing its capacity from 450,000 GPD to its current 830,000 GPD capacity. The District also
converted the facility from a sequencing batch reactor ("SBR") process to a conventional
activated sludge process. The project was completed in 2008. The Maricopa County
Environmental Services Department ("MCESD") issued a Certificate of Approval of
Construction for the Verrado WWTP Phase II Expansion on May 30, 2008. The completed plant
expansion was in service at the time of Staffs inspection.

1.

1 The Northwest Valley WWTP is physically located in the Sun City West Wastewater District service area. For
Arizona Department of Environmental Quality compliance status and water testing expenses see DMH- 6
Engineering Staff Report for the Sun City West Wastewater District,



Connecting to which
WWTP

Location No.
Pumps

Pump
(in HP)

Capacity (in
gallons per
minute per

pump)

Wet Well
Capacity (in
gallons)

Verrado
High
School LS

Ve1Tado WWTP 20050 W Indian
School Rd, Litchfield
Park

2 15 217 5,828

NEAF LS NWVRWRF WWTP 21555 N 119"' Ave.
Sun city West

2 35 1,760 55,600
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The Verrado WWTP is a dual system, it contains raw sewage lift station ("LS"), equalization
basin, bar screen, grit removal chamber, biological nutrient removal ("BNR") reactors, clarifier,
disk filter, disinfection device and effluent lift station. Final treated effluent is disposed on a golf
course for irrigation use and ground water recharge. After dewatering, dry sludge is disposed of
at a landfill. Figures PA and CB are schematic diagrams of the Verrado wastewater system.

11. Russell Ranch Wastewater System

The Russell Ranch System serves approximately 160 customers in an in-incorporated
community in Section 15, Township 2 North and Range 2 West in Maricopa County. Raw
sewage gravity flows to the Russell Ranch WWTP for treatment,

Russell Ranch WWTP has a 60,000 GPD treatment capacity. The plant contains raw sewage LS,
equalization basin, bar screen, grit removal chamber, BNR reactors, digester, clarifier,
disinfection device and dechlorination devices. Final treated effluent is disposed of on-site.
Figure AC is a schematic diagram of the Russell Ranch wastewater system.

II]. Northwest Valley wastewater System

The Northwest Valley System serves approximately 2,820 customers in the Comte Bella
development ("Comte Bella") which is located in the Northeast Agua Fria area. The wastewater
from Comte Bella flows to the Northeast Agua Fria area LS which pumps the wastewater to the
5,000,000 GPD Northwest Valley WWTP for treatment and disposal. For further discussion see
the Arizona ._ American Sun City West Wastewater District report. Figure 3D is a schematic
diagram of the Northwest Valley wastewater system.

Table 1 Plant Data

Lift Station ("LS") Facilities



Size (in inches) Material Length (in feet)

8 Ductile Iron Pipe "DIP") 5,264

Size in inches Material Len h in feetI

4 N/A N/A
6 Pol incl chloride "PVC" 246
8 PVC 379,024
10 PVC 11,580
12 PVC 24,327
15 PVC 46,940
18 PVC 25,566
21 PVC 9,868
24 PVC N/A
30 PVC N/A

Undetermined PVC 101,772

Type Quantity

Standard Manhole 2,800
Cleanouts 131

Size (in inches) Material Length (in feet)
4 N/A N/A
6 N/A N/A
8 N/A N/A
12 N/A N/A
15 N/A N/A
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Force Mains (in Verrado, Russell Ranch and NEAF)

Collection Mains (including Verrado, Russell Ranch and NEAF)

Manholes & Cleanouts (including Verrado, Russell Ranch and NEAF)

Services (including Verrado, Russell Ranch and NEAF)

c. WASTEWATER FLOW

Verrado Wastewater Svsrem1.

Figure 4A is graphic illustration of the wastewater flow data for the Verrado system during the
test year. Table 2 shows the wastewater flow data for the Verrado system during the test year.
The average daily flows experienced the highest flow of 198,500 gallons per day ("GPD") in



Month Number of
Connections

Total Volumes of
Treated Wastewater

(gal Ions)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 1,985 5,273,000 170,097 248,000 86
Feb 1,963 5,341,000 190,750 261,000 97
Mar 1,962 5,574,000 179,806 243,000 92
Apr 1,961 5,617,000 187,233 239,000 95
May 1,961 5,704,000 184,000 248,000 94
Jun 1,959 5, 166,000 172,200 242,000 88
Jul 1,959 6,006,000 193,742 372,000 99

Aug 1,956 6,088,000 196,387 249,000 l00
Sep 1,955 5,748,000 191,600 247,000 98
Oct 1,955 5,841,000 188,419 256,000 96
Nov 1,952 5,955,000 198,500 244,000 102
Dec 1,948 6,065,000 195,645 234.000 100

Average 96

Ill
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November and the peak day flow occurred in July when 372,000 GPD flow was recorded. The
average daily flow was 96 GPD per customer.

Table 2 Wastewater Flow Verrado Development Area

Staff concludes that the Verrado WWTP has adequate capacity to serve existing customers and
projected growth in the Verrado development area.

II Russell Ranch Wastewater System

Figure 4B is graphic illustration of the wastewater flow data for the Russell Ranch system during
the test year. Table 3 shows the wastewater flow data for the Russell Ranch development area
during the test year. The average daily flows experienced the highest flow of 34,194 GPD in
December and the peak day flow occurred in January when 76,000 GPD flows was recorded.
The average daily flow was 173 GPD per customer..

2 Although the peak day flow exceeded the treatment capacity, the Company properly operated the on-site
equalization tank and no wastewater spill or overflow occurred.



Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 143 990,000 31,935 76,000 223

Feb 145 840,000 30,000 53,000 207

Mar 146 886,000 28,581 36,000 196

Apr 147 755,000 25,167 34,000 171

May 147 759,000 24,484 42,000 167

Jun 149 622,000 20,733 30,000 139

Jul 149 627,000 20,226 28,000 136

Aug 152 643,000 20,742 28,000 136

Sep 152 632,000 21,067 28,000 139

Oct 153 719,000 23,194 30,000 152

Nov 156 905,000 30,167 42,000 193

Dec 160 1,060,000 34,194 46,000 214

Average 173

Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 2,428 10,389,000 335,129 408,000 138

Feb 2,448 9,411,000 336,107 390,000 137

Mar 2,467 l 0,326,000 333,097 402,000 135

Apr 2,499 9,287,000 309,567 366,000 122

May 2,535 9,139,000 294,806 350,000 114
Jun 2,577 8,292,000 276,400 330,000 105

Jul 2,622 8,002,000 258,129 300,000 97

Aug 2,655 8,343,000 269,129 326,000 100

Sep 2,703 8,053,000 268,433 326,000 98

Oct 2,745 9,574,000 308,839 376,000

Nov 2,774 10,074,000 335,800 400,000 119
Dec 2,816 10,238,000 330,258 374,000 121

Average 115
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Table 3 Wastewater Flow Russell Ranch Development Area

Staff concludes that the Russell Ranch WWTP has adequate capacity to serve existing customers
and projected growth in the Russell Ranch development area.

II]. Northwest Valley Wastewater System

Figure 4C is graphic illustration of the wastewater flow data for the Northwest Valley system
during the test year. Table 4 shows the wastewater flow data for the Northeast Agua Fria area
and the Comte Bella Development during the test year. The average daily flows experienced the
highest flow of 336,107 GPD in February and the peak day flow occurred in January when
408,000 GPD flow was recorded. The average daily flow was 115 GPD per customer. Table 4
wastewater flow data from NEAF during the test year

Table 4 Wastewater Flow Northeast Agua Fria Area (including Corte Bella)



Year Nos. of Customers

Verrado Russell Ranch Corte Bella
2003 N/A N/A N/A Reported
2004 N/A N/A N/A Reported
2005 1,843 148 1,469 Reported
2006 N/A N/A N/A Reported
2007 1,985 N/A 2,428 Reported
2008 1,948 160 2,816 Reported
2009 1,983 164 3,265 Estimated
2010 2,018 168 3,714 Estimated
2011 2,057 172 4,163 Estimated
2012 2,088 176 4,612 Estimated
2013 2,123 180 5,061 Estimated

l l llI Ill!
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Staff concludes that the Northwest Valley WWTP has adequate capacity to serve existing
customers and projected growth in the Northeast Agua Fria area including the Corte Bella
Development.

D. GROWTH

Based on the service connection data in the District's annual reports, the Verrado development
area had an average annual growth rate of 35 new customers per year from 2005 till 2008. The
Russell Ranch development area had an average annual growth rate of 4 new customers per year
from 2005 till 2008. The Northeast Agua Fria area including Corte Bella had an average annual
growth rate of 449 new customers per year from 2005 till 2008. The following table summarizes
actual and projected growth in the Agua Fria service areas .

Table 5 Actual and Projected Growth in Agua Fria Wastewater Service Areas

E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

ADEQ and Maricopa County Environmental Services Department ("MCESD") regulate the
Verrado wastewater system under Wastewater Facility No.27395and 36947and Aquifer
Protection Permit ("APP") No. Pl05202. ADEQ and MCESD regulate the Russell Ranch
wastewater system under Wastewater Facility No.26497 and 36953 and APP No. 105229. Per
the February 5, 2008, Compliance Status Reports issued by ADEQ, both Verrado system and
Russell Ranch system are in full compliance for operation and maintenance, operator
certification and discharge permit limits.
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F. ARIZONA CORPORATION COMMISSION ("COMMISSION") COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance item for the District.

G. DEPRECIATION RATES

Decision No. 70372 (dated June 13, 2008) approved the depreciation rates used by the District in
this rate proceeding except that the District reorganized the authorized rates utilizing the National
Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as presented
in Figure 6. Staff recommends that the depreciation rates presented in Figure 6 by NARUC
account.

H. OTHER ISSUES

Chemical Testing Expenses1.

The District re reported an annual water testing expense for the combined Verrado and the
Russell Ranch wastewater systems was $17,954. Staff estimated total annual water testing
expense for the District to be $31,503. Staff concludes that the annual chemical testing cost
reported by the District is reasonable and should be adopted. (See Table 6 - Testing Cost for
Verrado Wastewater System -.- APP #P-105202 and Table 7 - Testing Cost for Russell Ranch
system - APP #P-l05229.)



Cost per test
(Staff
estimated)

District
Reported
Total Costs

Staff
Estimated
Annual Cost

0
01 0

Bacteriological .- Fecal
Coiiform (single sample
maximum) -daily

365

Bacteriological - Fecal
Coliform (7 sample median)
daily

365 $20'
20

87,3001

7,300

Total Nitrogen (Sum of nitrite,
nitrate and TKN) - monthly

12 $1261
65 $1,5121 780

semi-Total Dissolved Solids
annually

2 N/A 17 34

Anions (include bicarbonate,
sulfate, carbonate, chloride) -
semi-annually

2 $1021

95

$2041

190

Total Metals (Inorganics
Priority Pollutants including
fluoride & free cyanide) -
quarterly

4 $245 I

252

$980'

1,008

semi-Total Trihalomethanes
annually-

2
110 220

SOCs semi-annually 2 $3901 350 $7801 700

VOCs -- semi-amlually 2 $2001 220 $4001 440

Total $11,176' 10,672

01
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Table 6 Water Testing Cost for Verrado Wastewater System - APP #P-105202

Monitoring - Discharge
No. of
tests per
year

Cost per test
(District 's)

0

N o t e: 1 .  Ba s e d  on  t h e  Di s t r i c t  Re s p on s e  t o  Da t a  Re q u e s t  No.  S TF 7 . 6



Staff
Estimated
Annual Cost

34

No. of
tests per
year

Cost per test
(Company's)

Cost per test
(Staff
estimated)

Company
Reported
Total Costs

w

2 N/A

...........;..._....

1 7

12 $651
65

$7801

12 N/A
40

$01

i n

Monitoring .- Ground Water
(monitoring well)

Total coliform - monthly

Anions (include bicarbonate,
sulfate, carbonate, chloride) -
semi-annually

34

780

480

Total Dissolved Solids (TDS)
_ semi-annually
Total Nitrogen (Sum of nitrite,
nitrate and TKN) - monthly
Total Kjeldahl Nitrogen -
monthly

Fecal coliform - monthly 12 $11 20 $1321 240

12 $15 25 $1801 300

2 $1021

95
$2041

190

41 $2451

252

$9801

1,008

2 N/A
110

so'
220

2 $390 350 $7801 700

2 $200 220 $4001 400

$3,4s6' 3,538

Total coliform - monthly

Anions (include bicarbonate,
sulfate, carbonate, chloride) -
semi-annually
Total Metals (Inorganics -
Priority Pollutants including
fluoride, free cyanide) -
quarterly

semi-Total Trihalomethanes
annually

SOCs - semi-annually

VOCs - semi-annually

Total

Monitoring - Reclaimered
water )

I -L

Cost per test
(Company's)

No. of
tests per
year

Cost per test
(Staff
estimated)

C0mpa1]y
Reported
Total Costs

Staff
Estimated
Annual Cost

7,300

12 N/A
65

01

365 $11
20

01

365 $14
20

01

365 N/A 15 01 5,475

13,555

N/A N/A 0 01

0

780

0

Total Nitrogen (five sample
rolling geometric mean) .--
monthly
Bacteriological - Fecal
Coliform (single sample
maximum) -daily
Bacteriological - Fecal
Coliform (7 sample median)
daily

Turbidity - daily

Turbidity - continuous

Total

7,300

5,475

0
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Note: 1. Based on the District Response to Data Request No. STP7.6

Note: 1. Based on the District Response to Data Request No. STF7.6



Monitoring - Discharge
No. of
tests per
year

Cost per test
(Company's)

Cost per test
(Staff
estimated in $)

Company
Reported
Total Costs

$0112 $20
20 0

12 $201

20
$2401

240

12

$1261

65

$1,512'
780

12 N/A 40 so' 480

12 N/A 15 $0' 180

12 N/A 40
$01

480

4 $245

252

$9801

1,008

1 $390 350 $3901

1 $200 220 $2001

3,7383,322'

Bacteriological Fecal
Coliform (single sample
maximum) - monthly
Bacteriological -- Fecal
Coliform (7 samples median)
_ monthly
Total Nitrogen (five sample
rolling geometric mean)
monthly

Nitrate as N - monthly

Nitrite as N - monthly

Total Kjeldahl Nitrogen
(TKN) - monthly
Total Metals (Inorganics -
Priority Pollutants including
fluoride & free cyanide) -
quarterly

SOCs - annually

VOCs - annually

Total

350

220

District
Reported
Costs

Staff Estimated
Annual Cost

Grand Total - Table l and
Table IA Testing Costs

$17,954 $31,503

luulll llI' ll lllll_
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Table 7 Water Testing Cost for Russell Ranch Wastewater System -APP #P-105229)

Staff
Estimated
Annual
Cost

The District reported a total testing cost for Agua Fria Wastewater of $17,954. Staff estimated a
total testing cost for Agua Fria Wastewater of $31,503. Staff believes that the proposed testing
cost of $17,954 reported by the District is reasonable, therefore, Staff recommends that an annual
testing cost of $17,954 be used for purposes of this proceeding.

II Verrado P Expansion Project

In 2005 the District expanded the Verrado WWTP based on the level of growth that was
occurring in the Verrado development area at that time. The District decided to size and design
the expansion based on treatment capacity criteria of 200 GPD per connection instead of using
the historical flow data of 96 GPD per connection for the Verrado WWTP. The decision to use
the 200 GPD design criteria resulted in 373,000 GPD of WWTP capacity being installed that



NARUC
Acct #

Description Per the Company's
Acct #

Item Description Staff recommended
adjustment per the
District Response to
STF 7.1 ($)

354 Structure &
Improvements

354400-ww strict &
Imp TDP

final effluent pump
stationl

126,022

354400-ww strict &
Imp TDP

Split box 226,915

354400-ww strict &
Imp TDP

clarifier 195,0003

371 Pumping
Equipment

371100-ww pump
Equip (elect)

Two 200-Hp2 pumps in
the final effluent pump
station

158,136

380 Treatment and
Disposal Equip

380000-ww TD
Equip

Clarifier tanks 128,7003

380000-ww TD
Equip

Clarifier 598,2843

380000-ww TD
Equip

disk filter 262,7703

380000-ww TD
Equip

chlorine contact
chamber

142,900

Total 1,838,737

Arizona American Water Company
Agua Fria Wastewater District
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wasn't needed based on Verrado's historical flow data and the level of growth that was occurring
in the Verrado development area when planning for the expansion took place.

Based on current g rowth project ions  Sta f f  es t imates  tha t  212 ,500  GPD3 of  da i l y  average
treatment capacity will be needed in 2013 to serve customers in the Verrado development area .
Staff recommends certain plant adjustments be made to account for the excess WWTP capacity
installed. Speci f i c  plant and expense adjus tments  Staff  recommends are presented in the
following table.

Notes 1 &2: Staff believes that the effluent pump station upgrade from two 75-HP pumps to two 200-HP pumps was
not necessary. The two 75-HP pumps would have adequate capacity to lift the 0.45 MGD flow to the discharge
point.
Note 3: Staff removed one of two clarifiers and one of two disk filters

3 Based on a growth rate of 35 customers per year and a daily average flow of 96 GPD per comlection, projected
flow is 212,445 GPD by end of20l3.
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/I]. Reclassification

An expense of $487,000 was listed in the Account No. 354400 (Wastewater Structure and
Improvement) for anon-site generator addition to the Verrado WWTP in, Staff recommends that
$487,000 be reclassified to Account No. 355500 (Wastewater Power Generation Equipment).

[ III Staff Proposed Modifications to the Agua Fria Wastewater Off-site Hookup Fee
("0FHF") Tarif f

The District has an approved OF HF Tariff that became effective on June 13, 2008. This tariff
does not include the reporting the Commission now requires of utilities that file for OF HF tariff
approval. Therefore, Staff recommends that the current Anthem Wastewater OF HF tariff be
replaced with the attached modified OF HF tariff (See Figure 6). Staff further recommends that
the District be required to comply with the Status Reporting Requirements contained in
Paragraph J immediately.
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AGUA FRIA WASTEWATER DISTRICT CERTIFICATED AREA

Figure 1
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Figure 2

LOCATION OF AGUA FRIA WASTEWATER DISTRICT
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FIGURE PA

AGUA FRIA WASTEWATER SYSTEMATIC FLOW DIAGRAM
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FIGURE CB

AGUA FRIA WASTEWATER SYSTEMATIC FLOW DIAGRAM



Arizona- American Water Co. Agua Fria Wastewater District - Russell Ranch WWTP (0.06 MGD)

Gravity
How

z>z;,°
&§32

>§'<'§<%

- " Hz ¥8
re 8 3 2

8 ;8 9
>v

39-  5na ___ a>

g;

11-4-09

/ 6" meter \ -> -->-vP>

In How lift station (2,254 gal
& two 3-HP pumps) i

NazSO3(dechlorination agent)

V)
<
3NaOCl injection 9

3 l18' meter

114

>
Solids hauled to
Verrado WWTP

. a
E  3<5 o

Four evaportransporaticn ponds Russell Ranch WWTP Site (3.25 acres)

Bar Screen/Grit
Chamber

Anoxic Tank
Equalization tank

Aeration Tank

Anoxic TankDigesterChlorine contact
Tank

Clarifier

One On-site generator (275 KW)I _

| 09 acres r09 acresu
i -

| 09 acres
09 acres) 1 Chemical feed storage installed in 2006

Arizona American Water Company
Agua Fria Wastewater District
Docket No. WS-01303A-09-0343
Page 17

FIGURE AC

AGUA FRIA WASTEWATER SYSTEMATIC FLOW DIAGRAM
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FIGURE 3D

AGUA FRIA WASTEWATER SYSTEMATIC FLOW DIAGRAM
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FIGURE 4A

WASTEWATER FLOW FROM VERRADO SERVICE AREA

Waste Water Flow In Agua Fria Sewer CC&N - Verrado
WWTP Service Area During Test Year 2008
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FIGURE 4B

WASTEWATER FLOW FROM RUSSEL RANCH SERVICE AREA

Waste Water Flow In Agua Fria Sewer CC&N - Russell Ranch
WWTP Service Area During Test Year 2008
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FIGURE 4Cl

WASTEWATER FLOW FROM NEAF SERVICE AREA

Waste Water Flow In Agua Fria Sewer CC&N - NEAF (Comte
Bella) Service Area During Test Year 2008
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FIGURE 5

PROJECTED AND ACURATE GROWTH IN AGUA FRIA WASTEWATER DISTRICT

Actual & Projected Growth In An'zona American Water
Company Agua Fria Wastewater District CC&N Area
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Co's proposed
rate (%)

0

0

0

0

0

0

0

0

10,00

0

0

0

20.00

15.00

16.67

4.47

0

0

0

0

0

0

0

0

1.67

0

1.67

1.68

5.00

2.07

2.04

2.04

2.04

Staff
Recommended
Depreciation
Rate (%)

0

10.00

0

2.04

2.04

Decision #
70372

NARUC
Acct # Description

Co.'s

Account

0

0

0

0

0

0

Struct & Imp SS 2.50%
304 304200' Struct & Imp P N/A
304 304510' Struct & Imp AG Cap Lease N/A
304 304600' Struct & Imp Offices N/A
304 304620' Struct & Imp Leasehold N/A
304 304800' Struck & Imp Misc N/A
307 307/001 Wells & Springs N/A
340 340l00' Office Furniture & Equip N/A
340 340200' Comp & Periph Equip 0%
340 340300' Computer Software N/A
340 340330' Comp Software Other N/A
340 340500' Other Office Equipment N/A
341 341 100' Trans Equip Lt Duty Trucks N/A
341 341200' Trans Equip H Duty Trks 25.00%

341 341400 I Trans Equip Other' 25.00%

343 343000' Tools, Shop, Garage Equip 4.47%

344 344000' Lab Equipment N/A
346 346100' Comm Equip Non-Telephone N/A
346 346200 I Comm Equip Telephone N/A
346 346300' Comm Equip Other N/A
347 347000' Misc Equipment N/A
352 352000 WW Franchises 0.00%

353 353200 WW Land & Ld Rights Coll 0.00%

353 353500 WW Land & Ld Rights Gen 0.00%

354 354200 WW Struct & Imp Coll 2.50%

354 354300 WW Struck & Imp SPP N/A

354 354400 WW Struct & Imp TDP 0.00%
354 354500 WW Struct & Imp Gen l.67%
355 355500 WW power gen equip RWTP N/A

360 360000
ww Collection Sewers
Forced 2.04%

361 361100 WW Collecting Mains 2.04%

362 362000 WW Special Coll Struck 8.40%

363 363000 WW Services Sewer 2.04%

364 364000 WW Flow Measuring Devices 5.42%
370 370000 WW Receiving Wells 5.42%

371 371100 WW Pump Equip Elect 5.42%

371 371200 WW Pump Equip eth Power 5.42%

304 304100'

0

0

0

0

20.00

15.00

16,67

0

0

0

0

0

0

0

0

0

1.67

1.67

2.04

2.04

10.00

5.00
5.42

5.42
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Figure 6 Depreciation Rates for Agua Fria Wastewater District



380000 WW TD Equipment 5.00% 5.00 5.00380

380 380050 WW TD Equip Grit Removal 5.00% 5.00 5.00
380 380100 WW Equip Sea Tanks/Acc 5.00% 5.00 5.00

380 380200
WW TD Equip Sludge/Effl
RMV N/A

5.00 5.00

380 380250 WW TD Equip Sldge Dig Tnk 5.00% 5.00 5.00
380 380300 WW TD Equip Sldge D /Felt 5.00% 5.00 5.00
380 380400 WW TD Equip Aux Effl Trot N/A 5.00 5.00
380 380500 WW TD Equip Chem Trmt Plt 5.00% 5.00 5.00
380 380600 WW TD Equip Oth Disk 5.00% 5.00 5.00
380 380625 WW TD Gen Trot N/A 8.40 5.00

370 380650
WW TD Equip Influent Lift
Station N/A

8.40
5.00

381 381000 WW Plant Sewers N/A 5.00 5.00
382 382000 WW Outfall Sewer Line N/A 5.00 5.00
389 389100 WW eth Plt & Misc Equip Inf 0.00% 4.98 4.98
390 390000 WW Office Furniture & Equip 4.59% 4.59 4 ;*§

391 391000 WW Trans Equipment N/A 20.00
392 392000 WW Stores Equipment N/A 3.96 3.96

393 393000
WW Tool Shop & Garage
Equip 4.47%

4.47
4.478;

I ....

394 394000 WW Laboratory Equipment 3.71% 3.71 3.71

395 395000 WW Power Operated Equip 5.88% 5,02 5
396 396000 WW Communication Equip 10.30% 10.30

397 397000 WW Misc Equipment N/A 5.10 5.10
398 WW Other Tangible Plant 0.00% 0.00 0.00
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Notes: 1. Per Company's response to Data Request No. STF 14. 12 & 14.13, the account reflects allocation of
Arizona Corporate plant.
2. Per Company, the account reflects any transportation equipments that are not light truck or heavy truck, it
could be trailer, mules, etc.
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FIGURE 7 TARIFF SCHEDULE

UTILITY: Az AmericanWater Co.AguaFria WastewaterDistrictDECISION NO.
DOCKET NO.: SW-01303A-09-0343 EFFECTIVE DATE:

OFF-SITE FACILITIES HOOK-UP FEE (WASTEWATER)

I. Purpose and Applicabilitv

The purpose of the off-site facilities hook-up fees payable to Arizona American Water Companv
- Agua Fria Wastewater District ("the Company") pursuant to this tariff is to equitably apportion
the costs of constructing additional off-site facilities to provide wastewater treatment plant
facilities among all new service laterals. These charges are applicable to all new service laterals
established after the effective date of this tariff. The charges are one-time charges and are
payable as a condition to Company's establishment of service, as more particularly provided
below.

II. Definitions

Unless the context otherwise requires, the definitions set forth in R-14-2-601 of the Arizona
Corporation Commission's ("Cornrnission") rules and regulations governing sewer utilities shall
apply interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of
wastewater facilities to serve new service laterals, and may include Developers and/or Builder of
new residential subdivisions.

"Company" means Arizona American Water Company - Agua Fria Wastewater District.

"Collection Main Extension Agreement" means any agreement whereby an Applicant, Developer
and/or Builder agrees to advance the costs of the installation of wastewater facilities to the
Company to serve new service laterals, or install wastewater facilities to serve new service
laterals and transfer ownership of such wastewater facilities to the Company, which agreement
does not require the approval of the Commission pursuant to A.A.C. R-14-2-606, and shall have
the same meaning as "Wastewater Facilities Agreement".

"Off-site Facilities" means the wastewater treatment plant, sludge disposal facilities, effluent
disposal facilities and related appurtenances necessary for proper operation, including
engineering and design costs. Offsite facilities may also include lift stations, transportation
mains and related appurtenances necessary for proper operation if these facilities are not for the
exclusive use of the applicant and benefit the entire wastewater system.



TREATMENT PLANT HOOK-UP FEE TARIFF TABLE

Service Lateral Size Factor Fee

4-inch 1 $765*
6-inch 2.25 $1,721
8-inch 4 $3,060
10-inch 6.25 $4,781
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"Service Lateral" means and includes all service laterals for single-family residential or other
uses.

111. Off-Site Facilities Hook-up Fee

For each new service lateral, the Company shall collect an off-site facilities hook-up fee as listed
in the following table:

* Established per Decision No. 70372.
•

Iv. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Hook-up Fee: The off-site facilities hook-up
fee may be assessed only once per parcel, service lateral, or lot within a subdivision (similar to a
service lateral installation charge).

(B) Use of Off-Site Facilities Hook-up Fee: Off-site facilities hook-up fees may only be used
to pay for capital items of off-site facilities, or for repayment of loans obtained for installation of
off-site facilities. Off-site hook-up fees shall not be used for repairs, maintenance, or operational
purposes.

(C) Time of Payment:

(1) In the event  tha t  the person or  ent ity tha t  will  be const ruct ing improvements
("Applicant",  "Developer" or  "Builder")  is  otherwise r equired to enter  into a
Collection Main Extension Agreement, payment of the fees required hereunder shall
be made by the Applicant,  Developer or  Builder  when operational acceptance is
issued for the on-site wastewater facilities constructed to serve the improvement.

(2) In the event that the Applicant, Developer or Builder for service is not required to
enter into a Collection Main Extension Agreement, the charges hereunder shall be due
and payable at the time wastewater service is requested for the property.

(D) Off-Site Facilities Construction by Developer: Company and Applicant,  Developer, or
Builder  may agree to cons t ruct ion of  off-s ite facil i t ies  necessa ry to serve a  pa r t icula r
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development by Applicant, Developer or Builder, which facilities are then conveyed to
Company. In that event, Company shall credit the total cost of such off-site facilities as an offset
to off-site hook-up fees due under this Tariff. If the total cost of the off-site facilities constructed
by Applicant, Developer or Builder and conveyed to Company is less than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall pay the remaining amount
of off-site hook-up fees owed hereunder. If the total cost of the off-site facilities contributed by
Applicant, Developer or Builder and conveyed to Company is more than the applicable off-site
hook-up fees under this Tariff, Applicant, Developer or Builder shall be refunded the difference
upon acceptance of the off-site facilities by the Company.

(E) Failure to Pay Charges, Delinquent Payments: The Company will not be obligated to
provide wastewater service to any Developer, Builder or other applicant for service in the event
that the Developer, Builder or other applicant for service has not paid in full all charges
hereunder. Under no circumstances will the Company connect service or otherwise allow service
to be established if the entire amount of any payment has not been paid.

(F) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company
pursuant to the off-site facilities hook~up fee tariff shall be non-refundable contributions in aid of
construction.

(G) Use of Off-Site Hook-Up Fees Received: All funds collected by the Company as off-site
facilities hook-up fees shall be deposited into a separate interest bearing trust account and used
solely for the purposes of paying for the costs of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities.

(H) Off-Site Facilities Hook-up Fee in Addition to On-site Facilities: The off-site facilities
hook-up fee shall be in addition to any costs associated with the construction of on-site facilities
under a Collection Main Extension Agreement.

(I) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to the off-site facilities hook-up fees, or if the off-
site facilities hook-up fee has been terminated by order of the Arizona Corporation Commission,
any funds remaining in the trust shall be refunded. The manner of the refund shall be determined
by the Commission at the time a refund becomes necessary.

(J) Status Reporting Requirements to the Commission: The Company shall submit a
calendar year Off-Site Facilities Hook-Up Fee status report each January 31St to Docket Control
for the prior twelve (12) month period, beginning January 31, 2012, until the hook-up fee tariff is
no longer in effect. This status report shall contain a list of all customers that have paid the
hook-up fee tariff, the amount each has paid, the amount of money spent from the account, the
amount of interest earned on the tariff account, and a list of all facilities that have been installed
with the tariff funds during the 12 month period.
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EXHIBIT DMH-5

Engineering Report for Arizona-
American Water Company, Sun City
Wastewater District (Rates)
Docket No. Ws-01303a-09-0343
By Dorothy Hains, P. E.
February 22, 2010

EXECUTIVE SUMMARY

RECOMMENDATIONS:

Staff recommends that the depreciation rates by National Association of Regulatory
Commissioners' account presented in Figure 6 be used for purposes of this proceeding.
(See kG of report for discussion and details.).

Staff recommends that $12,242 in expense be reclassified to Sun City West Wastewater
District's Account for Waste Water Force Mains (account #360000). (See oH of report for
discussion and details.)

CONCLUSIONS:

Staff concludes that the Arizona-American Water Company Sun City Wastewater District
("Sun City Wastewater" or "District") has adequate treatment capacity to serve its existing
customer base and reasonable growth. (See oH of report for discussion and details).

2.

2.

1.

1.

A check of the Commission Utilities Division Compliance database showed there is currently
no delinquent compliance item for the District. (See aD of report for discussion and details).
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Location No.
Pumps

Pump

(HP)

Capacity (gallons
per minute per

pump)

Wet Well
Capacity
(gallons)

111"' Ave. Lift Station (@200 N Olive
Ave, near 111"' Ave & Olive Ave.)

2 3 160 1,000

Paradise Resort Li& Station (@10950
W Union Hills)

2 7% 700 7,900

Youngtown Lift Station (@l 1602 W
Peoria Ave., near 111'*' Ave. & Peoria
Ave.)

2 70 1,200 7,516

Baptist Village Lift Station (@11527
W Peoria Ave.)

2 7% 100 1,700

Coyote Lakes Lift Station (@l7280 N
115"' Ave.)

2 40 500 7,180

Paradise Resort Lift Station (@10950
W Union Hills Rd)

2 7% 700 7,900

Citrus Point Lift Station (@ 16401 N
115"' Ave.)

2 20 500 4,227

Aqua Fria Ranch Lift Station (@9901
N Aqua Fria PKWY)

2 30 650 6,033

Arizona-American Water Company
Sun City Wastewater District
Docket No. WS-01303A-09-0343
Page 1

A. LOCATION OF DISTRICT

Arizona-American Water Company Sun City Wastewater District ("Sun City Wastewater" or
"District") serves approximately 22,000 customers in the Town of Sun City which is located
northwest of the City of Phoenix in Maricopa County. Figure 1 describes the location of the District
within Maricopa County, and Figure 2 describes the CC&N area of the District.

B. DESCRIPTION OF THE WASTEWATER SYSTEM

The plant facilities were visited on December 3, 2009, by Staff Engineer, Dorothy Hains, in the
accompaniment of Doug Griffith, Wastewater Operation Manager and Ygnasio Samarripa,
Northwest Valley Reclaimed Water Recreation Facility ("Northwest Valley") Operation Supervisor.

This system consists only of a collection system that includes lift stations, force mains and collection
lines.

Figures PA, CB and AC provide a process schematic for the system. The following tables describe
the system in more detail.

Table 1. Sun City Wastewater Facilities

Lift Station



Location No. Pumps Flow metering device
99th Ave. Metering Station (@9802
W Olive Ave.)

0 yes

Size (in inches) Material Length (feet)

4 Various 2,982
6 Various 2,037
8 Various 12,313

10 Various 10,387
12 Various 10,410

Size in inches Material lLen h  (feet)
4 Various 121

6 Various 9,795
8 Various 1,243,574

10 Various 68,441
12 Various 31,493
15 Various 16,281
18 Various 10,441
21 Various 8,053
24 Various 0
27 Various 1,310
30 Various 2,926
33 Various 1,155
36 Various 867

Undetermined Various 50,733

Type Quantity

Standard Manhole 4,573
Cleanouts 766

Size (in inches) Material Length (feet)
4 N/A N/A
6 N/A N/A
8 N/A N/A

12 N/A N/A
15 N/A N/A

Arizona-American Water Company
Sun City Wastewater District
Docket No. WS-01303A-09-0343
Page 2

Other Facilities

Force Mains

Collection  Mains

Manholes & Cleanouts

Services



Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 22,034 127,031,000 4,097,774 5,078,000 186

Feb 22,008 120,951,000 4,319,679 5,096,000 196

Mar 22,019 126,759,000 4,089,000 5,048,000 186

Apr 22,013 111,206,000 3,706,867 5,050,000 168

May 22,050 103,649,000 3,343,516 4,038,000 152

Jun 22,048 93,760,000 3,125,333 4,026,000 142

Jul 22,026 97,642,000 3,149,742 4,053,000 143

Aug 22,012 98,232,000 3,168,774 4,053,000 144

Sep 21,998 94,557,000 3,151,900 4,055,000 143

Oct 21,993 104,895,000 3,383,710 4,402,000 154

Nov 21,978 108,923,000 3,630,767 4,219,000 165

Dec 21,965 1 1 1,450,000 3,595,161 4,060,000 164

Average 3,514,950 160

Arizona-American Water Company
Sun City Wastewater District
Docket No. WS-01303A-09-0343
Page 3

c. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

The typical compliance status for Sun City Wastewater is not applicable since the system serving
Sun City Wastewater does not include a wastewater treatment plant.

The wastewater collected in the Sun City Wastewater service area is transported to a City of Tolleson
Wastewater Treatment Plant ("Tolleson WWTP") for treatment and disposal.1

D. ARIZONA CORPORATION COMMISSION (¢¢ACCn) COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance items for the District.

E. WASTEWATER FLOW RATE

Table 2 below summarizes the wastewater flow data in the District during 2008 test year and Figure
4 is a graphic illustration of the same flow data. During this period, the District experienced a daily
average wastewater flow of 160 gallons per day ("god") per connection, a high wastewater flow of
196 god per connection in February, and a low wastewater flow of 142 god per connection in June.
The peak month is January, a total of 127,031 ,000 gallons of wastewater was collected from 22,034
connections in January. The low flow month is June, a total of 93,760,000 gallons of wastewater
was collected from 22,048 customers in this month.

Table 2 Wastewater Flow (in Sun City Wastewater District)

1 On July 22, 2009 ADEQ issued a Compliance Status Report for the Tolleson WWTP. In this report ADEQ stated

that the Tolleson WWTP is not in full compliance with ADEQ regulations and the Clean Water Act,



Year Nos. of Customers

2002 21,150 Reported
2003 21,151 Reported
2004 21,468 Reported
2005 21,915 Reported
2006 21,604 Reported
2007 22,036 Reported
2008 21,965 Reported
2009 22,132 Estimated
2010 22,244 Estimated
2011 22,355 Estimated
2012 22,467 Estimated
2013 22,578 Estimated
2014 22,690 Estimated

Arizona-American Water Company
Sun City Wastewater District
Docket No. WS-01303A-09-0343
Page 4

F. GROWTH

Figure 5 shows customer growth based on the service connection data contained in the Company's
annual reports, the number of customers increased from 21,468 at the end of 2004 to 21,965 by the
end of 2008, with an average growth rate of 111 customers per year from 2004 to 2008. Based on
the linear regression analysis, the Company could have approximately 22,690 customers by the end
of 2014. The following table summarizes actual and projected growth in the Company's existing
certificated service area.

Table 2 Actual and Projected Growth (Sun City Wastewater)

G. DEPRECIATION RATES

Decision No. 70209 (dated March 20, 2008) approved the depreciation rates used by the District in
this rate proceeding except that the Company reorganized the authorized rates utilizing the National
Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as presented in
Figure 6. Staffrecommends that the depreciation rates presented in Figure 6 by NARUC account be
used by the District. Staff recommends that the depreciation rates by NARUC account presented in
Figure 6 be used for purposes of this proceeding.

H. OTHERS

1. Chemical Testing Expenses

The District does not own or operate a wastewater treatment plant. Therefore, Sun City Wastewater
does not have to monitor any specified water qualities.2 The District did not seek recovery of any
chemical testing expenses in this rate proceeding.

2 At the request of the Tolleson WWTP Sun city Wastewater does occasionally test the quality of its wastewater.

Staff believes the expense incurred by the District to do this testing during the test year was minimal.
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2. Removal of Study Expenses

The District in its response to Staff Data Request No. STF 10.2 listed an expense of $12,242 for a
"Sun City West Sewer Force Main Study"3 in Account Wastewater - Other Plant & Misc Equipment
(account #389600). This study was actually prepared for the Sun City West Wastewater District and
including the Northeast Agua Fria area. Staff recommends that this expense be moved to the Sun
City West Wastewater District. Since the study was for a proposed force main replacement prob et
Staff further recommends that this expense be reclassified to the Account for Waste Water Force
Mains (account #360000).

3. Service Agreement with Tolleson WWTP/Svstem Capacity

The District service agreement with the City of Tolleson provides that the Tolleson WWTP will treat
up to 5.2 million gallons per day ("MGD") of wastewater for the District. The District had a daily
average wastewater flow year of 3.5 MGD during the test. Therefore, Staff concludes that the
District has adequate treatment capacity to serve its existing customer base and reasonable growth.

3 Via February 2 e-mail from the Company, the Company provided a copy of this study.
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FIGURE 1

SUN CITY WASTEWATER DISTRICT CERTIFICATED AREA
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FIGURE 2

LOCATION OF SUN CITY WASTEWATER DISTRICT



Arizona- American Water Co. Sun City Wastewater District Sewer System

4 4 Sewer from Coyote
Lakes Subdivision

Coyote Lakes Lift
Station

>
>

Pa radish Resort
Lift Station

Sewer from Paradise
Resort Subdivision

4 4 Sewer from Citrus
Point Subdivision

Citrus Point Lift
Station

Sewer from Baptist Village
Nursing I-{Tmg5

>
>

8
Baptist Village Lift
Station Young town Lift

Station
Sewer from the
Town of Youngtown

9
1Vu
' K

G
2
so
o: 1m<<
v inVu
3

>Ill* AveLift Station
1

Sewer from the
Aqua Fria Ranch Sub

Aqua Fria Ranch
Lift Station

99"' Ave Metering Station

i
Tolleson WWTF

12-7-09
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FIGURE PA

SUN CITY WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM
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Arizona- American Water Co. Sun City Wastewater District Lift Stations

12-7-09

Coyote Lakes Lift Station Site

Wet well capacity 7,000 gallon

1 \

¢

Dry well
>

Sewer
inflow

Sewer 0\1tHOW
To Sun City
Sewer Collection

Two 40-HP, 5,00 rpm pumps

Paradise Resort Lift Station Site

Wet well (35' deep) capacity7,900 gallon

l I

>
Sewer ()U1'H()w
To SunCity
Sewer Collection

>
Sewer
inflow

Two 7%-HP, 700 rpm pumps (above
ground)

Auto dialer
monitoring

system

I" backflow
preventer

Control panel

Control  panel

On-site generator
125KW

Odor Control
(dry air scriber)

Citrus Point Lift Station Site

Wet well capacity 1,200 gallon

¢

8" meter,Sewer
inflow >>

O ever
Sewer outflow
To Sun City
Sewer Collection

Two 20-HP,  500 r p m

submersible pumps

Baptist Village Lift Station Site

Wet well capacity 11700 gallon

i > Sewer outflow
To Sun City
Sewer CollectionSewer

inflow
>

Two 7%-HP, 100 rpm pimps (above ground)

Control panel

On-site generator
80 KW

S C A D A

monitoring

svstern

2" backflow
preventer

Odor Control
(dry air scriber)Auto dialer

monitoring
system

Control panel

Arizona-American Water Company
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FIGURE CB

SUN CITY WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM



Arizona- American Water Co. Sun City Wastewater District Lift Stations

12-7-09

>

8" meter

Sewer outflow
To Sun City
Sewer Collection

>

IOSewer
inflow

8" bypass line

r
I

Young Town Lift Station Site

Wet well capacity xxxx gallon

>

IO'
Two 70-HP, 1,200 rpm
submersible pumps

ll l"' Ave Lilt Station Site

Wet well (MH converted)
capacity 1,000 gallon

I
.

Sewer
outflow

> To Sun City
Sewer

Collection
Sewer
inflow

lI l
Two 3-HP, 160 rpm pumps

Aqua Fda Ranch Lift Station Site

Wet well capacity 6,033 gallon

8" meter

Ol »
Sewer outflow
To Youngstown
Lift StationSewer

inflow

Two 30-HP, 650 rpm submersible pumps
(replaced in Oct 2008

1 ' backflow
preventer

Control panel

On-site generator

60 KW

SCADA
monitoring

system

Odor Control
(dry air scriber)
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FIGURE AC

SUN CITY WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM



Arizona- American Water Co. Sun City Wastewater District Lift Stations

12-7-09

99'*' Meter Station Site

Sewer
inflow

Sewer outflow
> To Tolleson WWTF

via gravity flowl
flume flow meter

\
/'

Control panel

An IONS Odor Control unit was installed in Dec 2007

SCADA
monitoring

system
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FIGURE 3D

SUN CITY WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM

l
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FIGURE 4A

DAILY AVERAGE WASTEWATER FLOW IN SUN CITY WASTEWATER DISTRICT
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During 2008 Test Year Waste Water Flow In Sun City Sewer District
CC&N Area
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FIGURE 4B

WASTEWATER FLOW IN SUN CITY WASTEWATER DISTRICT



Actual & Projected Growth In Ariana American Company Sun City
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FIGURE 5

GROWTH IN SUN CITY WASTEWATER DISTRICT



1_ Staff
Recommended

Rate (%)

Rate (%) Sun
City Sewer

District
proposed

304510'304 Struck & Imp AG Cap Lease N/A
3046001 Struck & Imp Office N/A
3046201 Struct & Imp Leaseholds N/A

340 3401001 Office furniture & Equip N/A
340200' Computer & perish equip N/A
340300' Computer software N/A
340330' Computer software & other N/A

341 3411001 Trans equip It duty trucks N/A
343 3430001 Tools, shop, garage equip N/A
346 3461001 Comm equip non-telephone N/A

3463001 Comm. Equip other N/A
347 347000' Misc equip N/A
351 351000 Wastewater ("WW") Organization 0

352 352000 WW Franchise 0

353 353200 WW Collection: Land & Land Rights 0
354 354200

354500
WW Structures and Improvements: collection
WW Structures and Improvements general

2.50
2.00

355 355400 WW Power Generation Equipment 3.33

360 360000 WW Force Mains 2.07

361 361100 WW collection Mains 2.03

362 362000 WW special collection structures 8.40

363 363000 WW sewer service connections 2.04
364 364000 Flow Measuring Devices 10.00

365 N/A Flow Measuring Installations 5,00
370 N/A WW Receiving Wells N/A

371 371100 WW pump equipment: electric 5.42

380
380050
380100

380600
380625
380650

Treatment & Disposal Equipment: Grit Removal
WW Treatment & Disposal Equipment:
Sedimentation tanks/ACC
WW Treatment & Disposal Equipment other disposal
WW Treatment & Disposal Equip general treatment
WW Treatment & Disposal Equipment :Influent lift
station

2.00

2.00

382 382000 WW Outfall Sewer Line 2.00

389 389100
389600

WW Other Plant & Misc Equipment Inf
WW eth Plt & Misc Equip

4.98
N/A

390 390000 WW Office Furniture & Equipments 4.59

390.1 N/A WW Computer Equipments. 4.55

391 391000 WW transportation equipment 25.00

393 393000 Wastewater Tools, Shop, Garage Equipment 4.47

394 394000 Lab equipments 3.71

395 N/A Power Operated Equipment 5,14
396 396000 WW Communication Equipment 10.28

397 397000 WW Misc Equipment 5.10

398 398000 WW other tangible plant 10.30

Depreciable PlantNARUQ-
Acct #

0 0
0 0

0 0

0 0

0 0

0 0

0 0
0 0
0 0

0 0
0 0
0 0
0 0
0 0
0 0

2.50
2.00

2.50
2.00

3.33 3.33

2.07 2.07
2.03 2.03

8.40 8.40
2.04 2.04

10.00 10.00

N/A 5.00
N/A 3.33

5.42 5.42

2.00

2.00
2.00
2.00

2.00

2.00

2.00
2.00
2.00

2.00

2.00 2.00
4.98
4.98

4.98
4.98

4.59 4.59
N/A 4.55
20.00 20.00
4.47 4.47

N/A 0.00
N/A 0.00

10.28 10.28
5.10 5,10
0.00 0.00

Arizona-American Water Company
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FIGURE 6
DEPRECIATION RATES FOR SUN CITY WASTEWATER DISTRICT

Notes : 1. Per the Company response to Data Request No. STF 14. 12 these accounts contain plant allocated to corporate use.



EXHIBIT DMH-6

Engineering Report for Arizona-
American Water Company, Sun City
West Wastewater District (Rates)
Docket No. WS-01303A-09-0343
By Dorothy Hains, P. E.
March 1, 2010

EXECUTIVE SUMMARY

CONCLUSIONS

1. The Arizona American Water Company, Sun City West Wastewater District ("Sun City
West Wastewater") is in full compliance with the Arizona Department of Environmental
Quality ("ADEQ") for operation and maintenance, operator certification and discharge
permit limits. (See bE of the report for discussion and details.).

Staff concludes that the Sun City West Wastewater's treatment plant has adequate
capacity to treat the Sun City West area and the Comte Bella area and reasonable growth.
(See § C of the report for discussion and details.)

A check of the Commission Utilities Division Compliance database showed there is
currently no delinquent compliance item for the Company. (See § F of the report for
discussion and details.)

Staff accepts the Company reported $13,196 for water quality testing expense for this
proceeding. (See § H of the report for discussion and details.)

RECOMMENDATIONS

2.

3.

4.

1. It is recommended that the Sun City West Wastewater use depreciation rates as delineated
in Figure 6. (See § G and Figure 6 of the report for discussion and details.)
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Process Equipment

headwork Flow measuring, Grit chamber, Bar screen, Odor control devices
Prima treatment Aeration tank, Prima clarifier, Odor control device, pH adjustment
Secondary treatment Activated sludge, Biological nutrient removal (nitrification

/denitrification), Secondary clarifier, Equalization tank, Methanol
injection

Filtration Rapid Sand Filters
Disinfection Hypochlorite Injection at filter effluent
dechlorination Sodium bisulfate injection
Effluent disposal Surface impoundments
Sludge Disposal Aerobic digester, sludge thickening, settling and decanting clear liquid,

Arizona American Water Company
Sun City West Wastewater District
Docket No. WS-01303A-09-0343
Page 1

A. LOCATION OF DISTRICT

Arizona American - Sun City West  Wastewater  Distr ict  ("Sun City West  Wastewater" or
"Distr ict") serves approximately 15,000 customers in the Town of Sun City West which is
located northwest of the City of Phoenix in Maricopa County. Figure 1 describes the location of
the Company within Maricopa County, and Figure 2 describes the CC&N area of Sun City West
Wastewater.

B. DESCRIPTION OF THE WASTEWATER SYSTEM

The plant facilities were visited on October 27, 2009 by Dorothy Hains, Utilities Engineer, in the
accompaniment of Doug Griffith,  Wastewater  Operation Manager and Ygnasio Samarripa,
Nor thwest  Valley Recla imed Water  Recrea t ion Facility ("Nor thwest  Valley") Opera t ion
Supervisor.

The wastewater  system consists of a  5 million gallon per  day ("MGD") biological nutr ient
removal ("BNR") treatment plants functions include nitrification/denitritication, filtration, and
disinfection/dechlorination. After  dewatering, dry sludge is disposed of at a landfill. Final
treated effluent discharges through a concrete lined effluent channel and flow measuring weir to
the recharge basins with an effective surface area of approximately 135 acres and a total land area
of 95 acres.

Figures 3Aand CB are schematics of the system. The following tables describe the system in
more detail.

Table 1. Northwest Valley Plant

Northwest Valley Wastewater Treatment Plant

1 Currently the plant is treating the sewage to Class B+ effluent standards which is suitable for golf course reuse.
2 According to the Company effluent recharge will benefit the Company and its customers, because effluent recharge
"groundwater banking" will allow it to harvest more groundwater in the future.



Polymer as flocculants to aid in dewatering, Belt press for dewatering,
Dewatered sludge transport bins

Solids disposal Landfill

Location No.
Pumps

Pump ( HP per

pump)

Capacity (
gallons per
minute per

PUMP)

Wet Well
Capacity (
gallons)

Bell Rd LS Bell Rd & El Mirage Rd
(12302 West Bell Rd)

4 250 2,800 49,400

Size (in inches) Material Length (feet)
18 Asbestos Cement Pipe

("ACP")
18,578

Size (in inches Material Length feet
4 Various 973
6 Various 1,840
8 Various 825,102
10 Various 24,565
12 Various 18,932
15 Various 20,089
18 Various 19,638
21 Various 5,933
24 Various 2,440
27 Various 0
30 Various 0
33 Various 0
36 Various 2,623

Undetermined Various 3,324

Type Quantity
Standard Manhole 2,679

Cleanouts 410
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Lift Station ("LS")

Force Mains

Collection Mains

Manholes & Cleanouts



Size (in inches) Material Length (feet)
4 N/A N/A
6 N/A N/A
8 N/A N/A
12 N/A N/A
15 N/A N/A

Month Total Volumes of
Treated Wastewater

(gal ions)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Jan 84,548,000 2,727,355 3,227,000
Feb 81,106,000 2,896,643 3,204,000
Mar 88,215,000 2,845,645 3,281,000
Apr 79,194,000 2,639,800 3,101,000
May 73,996,000 2,386,968 2,777,000

Jun 66,890,000 2,229,667 2,505,000
Jul 68,829,000 2,220,290 2,502,000
Aug 70,646,000 2,278,903 2,645,000
Sep 69,132,000 2,304,400 2,688,000
Oct 76,212,000 2,458,452 2,829,000
Nov 79,451,000 2,648,367 2,966,000
Dec 79,655,000 2,569,516 2,844,000

Average 76,489,500 2,517,167
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Services

c . WASTEWATER FLOW

At present time, the Northwest Valley plant treats 86% of the wastewater flowing from Sun City
West  Wastewater  service a rea  and 14% of the wastewater  f lowing from the Cor te Bella
Subdivision ("Corte Bella") which is in the Arizona-American Water  Company Agua Fr ia
Wastewater Distr ict for tariff and rates setting purposes. Table 2 below summar izes  the
wastewater flow data from the District during the test year of 2008 and Figure 4A, is graphic
illustration of the same flow data.  The highest average daily flow occurred in the month of
February, when an average of 2.9 MGD sewage was treated. The lowest average daily flow
during the year 2008 was 2.2 MGD which occurred in July. The highest peak daily flow for the
year occurred in March when 3.3 MGD was treated in one day.

Table 2 Wastewater Flow to Northwest Valley Plant

Table 3 below summarizes the wastewater flow data from the Sun City West Wastewater service
area during the test year of 2008 and Figure 4B, is graphic illustration of the same flow data. The
highest average daily flow occurred in the month of February, when an average of 2.56 MGD
sewage was treated. The lowest average daily flow during the year 2008 was 1.95 MGD which
occurred in June. The highest peak daily flow for the year occurred in March when 2.88 MGD
was treated in one day.



Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gallons/day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 14,984 74,159,000 2,392,226 2,819,000 160
Feb 14,985 71,695,000 2,560,536 2,814,000 171
Mar 14,986 77,889,000 2,512,548 2,879,000 168
Apr 14,963 69,907,000 2,330,233 2,735,000 156
May 14,927 64,857,000 2,092,161 2,427,000 140
Jun 14,920 58,598,000 1,953,267 2,175,000 131
Jul 14,910 60,827,000 1,962,161 2,202,000 132

Aug 14,914 62,303,000 2,009,774 2,319,000 135
Sep 14,922 61,079,000 2,035,967 2,362,000 136
Oct 14,947 66,638,000 2,149,613 2,453,000 144
Nov 14,960 69,377,000 2.312,567 2,566,000 155
Dec 14,968 69,417,000 2,239,258 2,470,000 150

Average 2,212,526 147

Month Number of
Connections

Total Volumes of
Treated Wastewater

(gallons)

Daily Average
Flow

(gallons day)

Peak Day Flow
(gallons)

Daily Average Flow
(gal/day/customers)

Jan 2,428 10,389,000 335,129 408,000 168
Feb 2,448 9,41 1,000 336,107 390,000 159
Mar 2,467 10,326,000 333,097 402,000 163
Apr z,499 9,287,000 309,567 366,000 146
May 2,535 9,139,000 294,806 350,000 138
Jun 2,577 8,292,000 276,400 330,000 128
Jul 2,622 8,002,000 258,129 300,000 114

Aug 2,655 8,343,000 269,129 326,000 123

Sep 2,703 8,053,000 268,433 326,000 121

Oct 2,745 9,574,000 308,839 376,000 137
Nov 2,774 10,074,000 335,800 400,000 144
Dec 2,816 10,238,000 330,258 374,000 133

Average 304,641 137
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Table 3 Wastewater Flow from Sun City West Area

Although Comte Bella is in the Company's Aqua Fria District, it is physically adjacent to the Sun
City West Sewer District. From engineering point view, using the Sun City West's treatment
plant to treat wastewater from the Comte Bella area will benefit the Sun City West's plant. The
reasons are: (1) the Sun City West's plant has 50% capacity not in use, (2) Corte Bella is a fast
growing area, the plant can provide immediate needed service to Corte Bella, and (3) Comte Bella
is twenty-miles north of the Company's Aqua Fria District treatment plant, but it is just a mile
northwest from the Sun City West District plant. Therefore, it is makes economic sense to
provide service to the Corte Bella area by utilizing the Sun City West treatment plant.

Table 4 below summarizes the Comte Bella's flow data during the test year of 2008 and Figure 4C
is graphic illustration of the same flow data:

Table 4 Wastewater Flow from Carte Bella Area



Year Nos. of Customers
2003 14,919 Reported
2004 14,920 Reported
2005 14,915 Reported
2006 14,978 Reported
2007 14,985 Reported
2008 14,968 Reported
2009 14,998 Estimated
2010 15,012 Estimated
2011 15,027 Estimated
2012 15,041 Estimated
2013 15,055 Estimated
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Staff anticipates that the rapid grovvth3 in the Comte Bella Subdivision and the adjacent Agua Fria
District will have a significant impact on the How patterns for the Sun City West District
treatment plant in the future.

Staff concludes that the Northwest Valley treatment plant has adequate capacity to treat the Sun
City West area and the Comte Bella area and reasonable growth.

D. GROWTH

Based on the service connection data in the Company's annual reports, the number of customers
in the District increased from 14,919 at the end of 2003 to 14,968 by the end of 2008, with an
average growth rate of 14 customers per year from 2003 to 2008. Based on the linear regression
analysis, the District could have approximately 15,055 customers by the end of 2013. The
following table summarizes actual and projected growth in the Company's existing certificated
service area. 4

Table 4 Actual and Projected Growth

Using this projected growth Staff estimates that in 2013 customers in the area served by the
District (less the Comte Bella area) will utilize 72 percent of the Northwest Valley treatment
plant's capacity, the remaining 28 percent of capacity will be needed to serve customers located
in the Corte Bella areas .

3 Estimate growth rate was 554 new connections per year from 2005 to 2008 in Comte Bella.

4 Since Comte Bella area is not included this projected growth rate may not be conclusive of when the Sun City West
Wastewater area may reach build-out.
> Reference to the Comte Bella area in this case would include the area also known as the North East Agua Fria area.



Arizona American Water Company
Sun City West Wastewater District
Docket No. WS-01303A-09-0343
Page6

E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

ADEQ and MCESD regulate the Northwest Valley Wastewater Treatment Plant under
Wastewater Facility No. 04-37-018 and Aquifer Protection Permit No. Pl02667. Per the August
21, 2006 Compliance Status Report issued by ADEQ, the system is in full compliance for
operation and maintenance, operator certification and discharge permit limits.

F. ARIZONA CORPORATION COMMISSION (CCACC79) COMPLIANCE

A check of the Commission Utilities Division Compliance database showed there is currently no
delinquent compliance item for the Company.

G. DEPRECIATION RATES

Decision No.70209 (dated March 20, 2008) approved the depreciation rates used by the District
in this rate proceeding except that the Company reorganized the authorized rates utilizing the
National Association of Regulatory Commissioners' ("NARUC") latest plant account matrix as
presented in Figure 6. Staff recommends that the depreciation rates presented in Figure 6 by
NARUC account be used by the District.

The Company has included some water accounts such as, Account # 307000 for wells & springs
in the depreciation rate table in this rate process. Since the sewer system does not treat for
potable water source such as wells and springs. Staff believes that this accounting treatment was
done in error.6

H. OTHER ISSUES

1. Chemical Testing Expenses

The Company's estimated that the annual wastewater testing expense for Northwest Valley is
$13,196. Staff estimates the annual chemical testing cost is $13,242. (See Table 5)

6 See Response to Staff Data Request STF 14.13.



Cost per test
(Co.'s)

Cost per
test (Staff
estimated)

Company
Reported Total
Costs

Staff
Estimated
Amlual
Cost

12 $14
20 240

$168

12 0

20
0

240

2 $12'
17

$241
34

2 $711

95
$1421

190

2 N/A1
104

0
208

2 $2331

252

$9321

504

2 N/A
110

0
220

4 $340
60

$1,360
240

4 0 60 0 240

4 0 220 0 880

12 $1231

125
$1,476'

1,500

2 $3001 350 $6001 700

VOCs .- semi-annually 2 $1601 220 $3201 440

Total $s,022' 5,636

Bacteriological - Fecal
Coliform (single sample
maximum) monthly
Bacteriological -- Fecal
Coliform (7 sample median)
monthly
Total Dissolved Solids -semi-
annually
Anions (include bicarbonate,
sulfate, carbonate, chloride) .-
semi-annually
Cations ( including Ca, Mg, K,
Na, Cu, Fe, Mn & Zn) -semi-
annually
Total Metals (Inorganics -
Priority Pollutants including
fluoride & free cyanide) -
quarterly

semi-Total Trihalomethanes
annually-
Gross a (including Ra-226
excluding Rn &U) - quarterly

Gross [3 quarterly

Ra-226 & Ra-228 - quarterly

Total Nitrogen (five sample
rolling geometric mean) -
monthly

SOCs semi-annually

Monitoring - Discharge

No. of tests
per year (P-
102667
required)
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Table 5 Water Testing Cost (Sun Citv West Wastewater District - Northwest Valley Water
Reclamation Facilitv WRF APP #P-102667)

Note: 1. Reference to the Company Response to Data Request#9.6.



Monitoring -. Ground Water
(3 monitoring wells)

No. of tests
per year (P-
102667
required)

Cost per test
(Co's)

Cost per
test (Staff
estimated)

Company
Reported Total
Costs

Staff
Estimated
Annual
Cost

Total Nitrogen (Sum of nitrite,
nitrate and TKN) - quarterly

12 $65

Total Kjeldahl Nitrogen -
monthly

12 0

Nitrate-nitrite as N - quarterly 12 0

Fecal coliform - quarterly 12 $11
Total coliform - quarterly 12 $15

Total Metals (Inorganic -
Priority Pollutants including
fluoride, free cyanide) -
quarterly

12 $233'

semi~Total Trihalomethanes
annually

6 N/A

VOCs semi-annually 6 $160'

SOCs semi-annually 6 $300'

Total Dissolved Solids -semi-
annually

2 $121

Cations ( including Ca, Mg, K,
Na, Cu, Fe, Mn & Zn) - semi
annually

2

$711

Radio Chess 0 $340

Total

0
$780

0

40
0

480

25 0 300

20 $132 240

20 $180 240

252

$2,796'

3,024

110
0

660

220 $9601 1,320

350 $1,8001 2,100

17
$241

34

104

$1421
208

$1,360 0
__ _ _._.._.

I I
$8,174 8,606

ll I'll
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The Company calculated its total wastewater testing cost for Sun City West Wastewater is
$13,196 (sum of $5,022 and $8,174).Staff estimated that total testing costs for Sun City West
Wastewater is $13,242 (sum of$5,636 and $6,814).

Staff believes that the Sun City West Wastewater proposed total testing cost of $13,196 for Sun
City West Wastewater District is reasonable, should be adopted.

2. Off-site Hookup Fee Tariff

There is no existing Off-site Hookup Fee Tariff.
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Figure 1

SUN CITY WEST WASTEWATER DISTRICT CERTIFICATED AREA
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LOCATION OF SUN CITY WEST WASTEWATER DISTRICT
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Arizona- American Water Co. Sun City West Wastewater District - NWV WWTP (5 MGD)

'8
148
325-

88E 83
9191'3

la
l*
m

*
9. 8'
n o

3:
3.

3

12-15-09

-98
688

m o

53
4mg 3

. *:
v-4
ca.

w

re
8
. ' :
'3_
VJ

.s
i n
£ :

§
88

Control panel

54
.8
.*:.
Ts.
vo

Three Sludge
Holding Tanks

(sludge digesters)

.5
-2_
Q.
vo Lined EQ

basin

Five 1,400
rpm each

pump station

Sludge pressing
Oni!

Tricking filter (nm used &
useful)

Two 750 KW on-dte generators

Arizona American Water Company
Sun City West Wastewater District
Docket No. WS-01303A-09-0343
Page 11

FIGURE PA

SUN CITY WEST WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM
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1-6-10Arizona- American Water Co. Sun City West Wastewater District Lift Station & Recharge Site
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FIGURE CB

SUN CITY WEST WASTEWATER DISTRICT SYSTEMATIC FLOW DIAGRAM
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FIGURE 4A

WASTEWATER FLOW FROM SUN CITY WEST WASTEWATER DISTRICT

3100

2600-

Waste Water Flow to NWVRWRF During Test Year 2008

_

2100
Jan Mar May Jul Sep Nov

Month

ll'. -.m



my
Daily Average Flow (1,000 god)

l Peak Day How (1,000 god)

Arizona American Water Company
Sun City West Wastewater District
Docket No. WS-01303A_09-0343
Page 14

FIGURE 4B
WASTEWATER FLUW IN SUN CITY WEST WASTEWATER DISTRICT SERVICE

AREA

Waste Water Flow In Sun City West Sewer CC&N Service
Area During Test Year 2008
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FIGURE 4C
WASTEWATER FLOW FROM NEAF AREA

Waste Water Flow from NEAF During Test Year 2008
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FIGURE 5

PROJECTED AND ACURATE GROWTH IN SUN CITY WEST WASTEWATER

DISTRICT

Actual & Projected Growth In Arizona American Water
Company Sun City West Wastewater District CC&N Area

15200

151002
o
E
o
4-o
vo
=
u
4-1
o
6
Z

15000

14900

14800
2003

I | I I | I | I i "I

2008

Year

2013



NARUC
Acct #

Decision #
70209

Staff
Recommended

Rate (%)

Rate (%) Sun
City West Sewer

District
proposed

Company's
Acct #.

Depreciable Plant

2.50
304 304200' Structure & Imp P 1.672 1.67 1.67
304 3041001 Structure & Imp SS z.502 2.50

304 304510' Structure & Imp AG & Cap lease n/A2 0

304 3046001 Structure & Imp Office 4.632 1.67
304 3046201 Structure & Imp leasehold 1.67 4.63
304 3048001 Structure & Improvement Misc 02 4.63

3070001 Wells & Springs 2.522 2.52
3401001 Office Furniture & Equip 4.592 4.04

3402001 Comp & Periph Equip 102 10

3403001 Computer Software 02 25.00

3403301 Computer Software Other Oz 25.00
340500' Other Office Equip Oz 0
341100' Transportation Equip light duty trucks 25.002 20,00

3430001 Tools, shop and garage 4.022 4.47
344000' Lab equip 3.712 0

3461001 Comm. Equip non-telephone 10.302 0
3463001 Comm. Equip other 4.93: 0
347000' Misc equipment n/A2 0
351000 Wastewater ("WW") Organization 0 0
352000 WW Franchise 0 0

353200
353500

WW Collection: Land & Land Rights
WW general: Land & Land Rights

0
0

0
0

354200
354300
354400
354500

WW Collection: Structures and Improvements
WW Structures and Improvements: System Pump Plant
WW Structures and Improvements: TDP
WW Collection: Structures and Improvements general

5.00
5.00
N/A
1.67

5,00
5.00
N/A
l .67

355200
355300

WW Power Generation Equipment - Collection
WW Power Generation Equipment - SPP

3.33
N/A

N/A
3.33

360000 WW Force Mains 2.07 2.07
361100 WW collection Mains 2.04 2.04

362000 WW special collection structures 8.40 8.40

363000 WW sewer service connections 2.04 2.04
364000 Flow Measuring Devices 10.00 N/A
N/A Flow Measuring Installations 5.00 N/A
370000 WW Receiving Wells N/A N/A
380650 WW Treatment & Disposal Equipment :Influent lift

station
5.00 5.00

371100 WW pump equipment: electric 5.42 10.00

380400 WW Treatment & Disposal Equipment Aux Effluent
Treatment

5.00 5.00

380000
380050
380100

380200

380250

Treatment & Disposal Equipment
Treatment & Disposal Equipment: Grit Removal
WW Treatment & Disposal Equipment: Sedimentation
tanks/ACC
Treatment & Disposal Equipment: Sludge/EMuent
removal
Treatment & Disposal Equipment: Sludge digester tank

5.00
5.00
5.00

5.00

5,00
5.00

0

1.67
2.52

10

25.00
25.00

2.04
10.00

1.67
4.63

1.67
2.52
4.04

307
340

340
340
340
340
341
343
344
346
346
347
351
352

353

354

355

360
361

362
363

364
365
370

371
375

380

10

25.00
0

20.00
4.47

0
0
0
0
0
0
0
0

5.00
5.00
0

1.67
0.00
3.33
2.07

2.04
8.40

2.04
10.00
5.00

3.33
5.00

10.00

5.00

5.00
5.00

5.00

5.00
5.00

Arizona American Water Company
Sun City West Wastewater District
Docket No. WS-01303A-09-0343
Page 17

Figure 6 Depreciation Rates for Sun City West - Wastewater



380300
380350
380400

380500

380600
380625

Treatment & Disposal Equipment: sludge dry/filter
Treatment & Disposal Equipment: sec trot tilt
WW Treatment & Disposal Equipment Aux Effluent
Treatment
Treatment & Disposal Equipment: chemical treatment
plant
WW Treatment & Disposal Equipment .- other disk
WW TD Equip Gen Trmt

5.00
5.00
5.00

5.00

5.00
5.00

5.00
5.00
5.00

5.00

5.00
5.00

381000 WW Plant Sewers N/A N/A 5.00
382000 WW Outfall Line 5.00 5.00 5.00
389100 WW Other Plant & Misc Equipment Inf 4.98 6.67 4.98
390000
390100

WW Office Furniture & Equipments
WW Computer Equip

4.59
N/A

4.59
10.00

4.59
10.00

N/A Computer Equipments 4.55 N/A 4.55
391000 WW transportation equipment 25.00 20.00 20.00
392000 WW stores equipment 3.91 3.91 3.91
393000 Wastewater Tools, Shop, Garage Equipment 4.47 4.47 4.47
394000 Lab equipments 3.71 10.00 10.00
395000 Power Operated Equipment 5,02 5.02 5.02
396000 Communication Equipment 10.30 10.30 10.30
397000 WW Misc Equipment 5.10 5.10 5.10

398 398000 WW other Tangible Plant N/A N/A 0.00

381
382

389
390

390.1
391

392
393

394
395
396

397
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Notes: 1. Per the Company response to Data Request No. STF 14.12 these accounts contain plant allocated to corporate use
2. Rates are approved for the Arizona American Water Company Sun City West Water District in Decision #70209
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN UTILITIES INC.

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343

The direct testimony of Staff witness Juan C. Manrique addresses the following issues:

Capital Structure -- Staff recommends that the Commission adopt a capital structure for Arizona-
American Water Company ("Company") for this proceeding consisting of 61.14 percent debt
and 38.86 percent equity. Staff" s capital structure includes short~term debt excluded by the
Company.

Cost of Equity - Staff recommends that the Commission adopt a 10.7 percent return on equity
("ROE") for the Company. Staffs estimated ROE for the Company is based on cost of equity
estimates for the sample companies ranging from 9.7 percent for the discounted cash flow
method ("DCF") to 10.0 percent for the capital asset pricing model ("CAPM"). Staffs ROE
recommendation includes a 0.8 percent upward adjustment to reflect a higher financial risk in the
Company's capital structure compared to that of the sample companies.

Overall Rate of Return - Staff recommends that the Commission adopt a 7.2 percent overall rate
of return ("ROR").

Dr. Villadsen's Testimony - The Commission should reject the Company's proposed 12.25
percent ROE for the following reasons:

Dr. Villadsen's DCF estimates rely exclusively on analyst's forecasts, do not consider
dividend per share growth, omit relevant water utility sample data and include a
methodology that uses ROE as a dependent variable that is derived by inappropriately
equating the sample companies' market value capital structure weighted average costs of
capital after-tax to the Company's book value capital structure weighted average cost of
capital after-tax.
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1 I. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Juan C. Manrique. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities as a Public Utilities Analyst.

8

9

10

In my position as a Public Utilities Analyst,  I perform studies to estimate the cost of

capital component in rate filings to determine the overall revenue requirement and analyze

requests for financing authorizations.

11

12 Q- Please describe your educational background and professional experience.

13 A.

14

15

16

17

I graduated from Arizona State University and received a Bachelor of Science degree in

Finance. My course of studies included courses in corporate and international finance,

investments, accounting, statistics, and economics. I began employment as a Staff Public

Utilities Analyst in October 2008. My professional experience includes two years as a

Loan Officer with a homebuilder and as an Associate for an Investor Relations firm.

18

19 Q- What is the scope of your testimony in this case?

20

21

22

23

A.

A. My testimony provides Staff' s recommended capital structure, return on equity ("ROE")

and overall rate of return ("ROR") for establishing the revenue requirements for Arizona-

American Water Company's ("Arizona-American" or "Company") pending water division

and wastewater division rate applications.
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1 Q Please provide a brief description of Arizona-American

2 A Arizona-American is a public service corporation engaged in the provision of water and

wastewater utility service in portions of Maricopa, Mohave, and Santa Cruz Counties. The

Company currently serves approximately 100,000 water customers and 50,000 sewer

customers in the state. Arizona-American is owned by American Water Works Company

Inc.  ("AWK"),  which is  publicly t raded on the New York Stock Exchange. AWK

provides regulated water and wastewater services in 20 states

9

10

Summary of Testimony and Recommendations

Briefly summarize how Staff's cost of capital testimony is organizedQ-

11 A StafFs cost of capital testimony is presented in ten sections. Section I is this introduction

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

III presents the concept of capital structure and presents Staff" s recommended capital

structure for Arizona-American in this proceeding. Section IV discusses the concepts of

return on equity ("ROE") and risk. Section V presents the methods employed by Staff to

16 estimate Arizona-American's ROE. Section VI presents the findings of Staffs ROE

analysis. Section VII presents Staff's final cost of equity estimates for Arizona-American

18 Sect ion VIII  presents  S ta ffs  ROR recommenda t ion.

19

Section IX presents Staff" s

comments  on the direct  tes t imony of the Company's  witness ,  Dr .  Bente Villadsen.

20 Finally, section X presents the conclusions.

21

22 Q- Have you prepared any exhibits to accompany your testimony?

23 A.

24

Yes. I prepared nine schedules (JCM-1 to JCM-9) that support Staff" s cost of capital

analysis.



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 10

1 Q- What is Staff's recommended rate of return for Arizona-American?

2

3

4

Staff recommends a 7.2 percent overall ROR as shown in Schedule JCM-1. Staffs ROR

recommendation is based on cost of equity estimates for Arizona-American that range

from 9.7 percent using the discounted cash flow method ("DCF") to 10.0 percent using the

capital asset pricing model ("CAPM"). Staffs  ROR recommendation reflects  a  0.8

percent upward adjustment to the estimated ROE to account for a higher financial risk in

the Company's capital structure compared to that of the sample companies.

5

6

7

8

9

10

Arizona-American's Proposed Overall Rate of Return

Q, Briefly summarize Arizona-American's proposed capital structure, cost of debt,

return on equity and overall rate of return for this proceeding.11

12

13

Table I summarizes the Company's proposed capital structure, cost of debt,  return on

equity and overall rate of return in this proceeding:

14

15 Table 1

Weight Cost
Weighted
Cost

54.85%
45.15%

5.5%
12.3%

3.0%
5.5%

Long-term Debt
Common Equity
Cost of Capital/ROR 8.5%

Arizona-American is proposing an overall rate of return of 8.5 percent.

16

17

18

19

20

21

22

11.

Q.

THE WEIGHTED AVERAGE COST OF CAPITAL

Briefly explain the cost of capital concept.

A.

A.

A. The cost of capital is the opportunity cost of choosing one investment over others with

equivalent risk. In other words, the cost of capital is the return that stakeholders expect
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1

2

for investing their financial resources in a determined business venture over another

business venture.

3

4 Q. What is the overall cost of capital?

5

6

7

8

The cost of capital to a company issuing a variety of securities (i.e., stock and

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the

relative amounts for each security in the company's entire capital structure. Thus, the

overall cost of capital is the WACC.

9

10 Q- How is the WACC calculated?

11 The WACC is calculated by adding the weighted expected returns of a firm's securities.

12 The WACC formula is:

13
Equation 1.

14 n

15 WACC Wt ft

16

17

18

A.

A.

In this equation, W is the weight given to the ill security (the proportion of the it security

relative to the portfolio) and ft is the expected return on the ill security.
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Q- Can you provide an example demonstrating application of Equation 1?1

2

3

4

A. Yes. For this example, assume that an entity has a capital structure composed of 60

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0

percent  and the expected return on equity,  i. e. ,  the cost  of equity,  is  10.5 percent .

Calculation of the WACC is as follows:5

6
WACC = (60% * 6.0%) + (40% * l0.5%)

WACC = 3.60% + 4.20%
7

8

9

10

WACC = 7.80%

11

The weighted average cost of capital in this example is 7.80 percent. The entity in this

example would need to earn an overall rate of return of 7.80 percent to cover its cost of

capital.12

13

14

15

16

111. CAPITAL STRUCTURE

Background

Q. Please explain the capital structure concept.

A. The capital structure of a firm is the relative proportions of each type of security--short-

term debt, long-term debt (including capital leases), preferred stock and common stock--

that are used to finance the firm's assets.

Q . How is the capital structure expressed?

17

18

19

20

21

22

23

24

A. The capital structure of a company is expressed as the percentage of each component of

the capital structure (capital leases, short-tenn debt, long-term debt, preferred stock and

common stock) relative to the entire capital structure.



Component %

Capital Leases $20,000 ($20,000/$200,000) 10.0%

Long-Term Debt $85,000 ($85,000/$200,000) 42.5%

Preferred Stock $15,000 ($15,000/$200,000) 7.5%

Common Stock $80,000 ($80,000/$200,000) 40.0%

Total $200,000 100%

Direct Testimony of Juan C. Manrique
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As an example, the capital structure for an entity that is financed by $20,000 of capital

leases, $85,000 of long-term debt, $15,000 of preferred stock and $80,000 of common

stock is shown in Table 2

Table 2

The capital structure in this example is composed of 0.0 percent short-term debt, 10.0

percent capital leases, 42.5 percent long-term debt, 7.5 percent preferred stock and 40.0

percent common stock

11

12

13

14

15

16

Arizona-American's Capital Structure

Q What capital structure does Arizona-American propose

A The Company proposes a capital structure composed of 54.85 percent debt and 45.15

percent common equity. The Company's proposed capital structure reflects projected

amounts for equity and long-term debt and entirely excludes $51,214,077 of actual short-

debt at test year end.



Amount outstanding
as of 12/31/2009

Percentage
of Capital
Structure

44.55%$177,530,205Long-Term Debt

16.59%Short-Term Debt $66,094,877

61.14%Total Debt $243,625,082

38.86%$154,855,430
Total Common
Equity

100.00%$398,480,512Total Capitalization

Direct Testimony of Juan C. Manrique
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Q. How does Arizona-American's capital structure compare to capital structures of

publicly traded water utilities?

Schedule JCM-4 shows the capital  structures of six publicly traded water companies

("sample water companies") as of June 2009. The average capital structure for the sample

water utilities is comprised of approximately 50.2 percent debt and 49.8 percent equity.
"I

l>

Staffs Capital Structure

Q, What is Staff's recommended capital structure for Arizona-American?

A. Staff recommends a capital structure composed of 61.14 percent debt and 38.86 percent

equity.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Q- Why does Staff's recommended capital structure differ from the Company's

proposed capital structure?

Staff used updated information that represents preliminary December 31, 2009, amounts

provided by the Company in response to Staff Data Request 13.1. The table below shows

the updated capital structure provided to and adopted by Staff.

17

18
19

ARIZONA AMERICAN WATER COMPANY CAPITAL STRUCTURE

20

21

22
23
24
25
26
27
28
29
30
31
32

A.

A.
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1 Iv. RETURN ON EQUITY

2

3

Background

Please define the term "cost of equity capital."Q-

4

5

6

7

8

The cost of equity is the rate of return that investors expect to earn on their investment in a

business entity given its risk. In other  words,  the cost  of equity to the entity is  the

investors' expected rate of return on other investments of similar risk. As investors have a

wide selection of stocks to choose from, they will choose stocks with similar risks but

higher returns. Therefore, the market determines the entity's cost of equity.

9

10 Q- Is there a correlation between interest rates and the cost of equity?

11

12

13

14

Yes. The cost of equity tends to move in the same direction as interest rates. This

relationship is part of the CAPM formula. The CAPM is a market-based model employed

by Staff for estimating the cost of equity. The CAPM is further discussed in Section V of

this testimony.

15

16 Q. What has been the general trend of interest rates in recent years?

17

18

19

A chronological chart of interest rates is a good tool to show interest rate history and

identify trends. Chart l graphs intermediate U.S. treasury rates from January 2000 to

January 2010.

20

A.

A.

A.



Chart 1: Average Yield on 5-, 7-, & 10-year Treasuries
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Chart l shows that intermediate interest rates trended downward from 2000 to mid-2003

then turned slightly upward until mid-2007, trended downward through early-2009 and

have trended upward in the past year.

Q- What has been the general trend in interest rates longer term?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. U.S. Treasury rates from 1959 to present are shown in Chart 2. The chart shows that

interest rates trended upward through the mid-1980s and have trended downward over the

last 25 years.



Chart 2: History of 5- and 10-Year Treasury Yields
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Q. Do these trends suggest anything in terms of cost of equity?

Yes. As previously demonstrated, interest rates and cost of equity tend to move in the

same direction, therefore, cost of equity has declined in the past 25 years.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Q. Do actual returns represent the cost of equity?

A.

A. No. The cost of equity represents investors' expected returns and not realized returns .
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1 Q.

2

3

Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility and those required

in the market as a whole?

4

5

6

7

8

9

10

Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the

water utility industry and the market provide insight into this relationship. The average

beta (0.80)1 for a water utility is lower than the theoretical average beta for all stocks (1 .0).

According to the CAPM formula, the cost of equity capital moves in the same direction as

beta. Since the beta for the water utility industry is lower than the beta for the market, the

implication is that the required return on equity for a regulated water utility is below the

average required return on the market.

11

12

13

Risk

Q. Please define risk in relation to cost of capital.

14

15

16

17

18

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a

particular security. Investors are risk averse and require a greater potential return to invest

in relatively greater risk opportunities, i.e. ,  investors require compensation for taking

on additional risk. Risk is generally separated into two components. Those components

are market risk (systematic risk) and non-market risk (diversifiable risk or Timi-specific

19 risk).

20

21 Q- What is market risk?

22

23

Market risk or systematic risk is the risk of an investment that cannot be reduced through

diversification. Market risk stems from factors that affect all securities such as recessions,

24 Since these factors affect the entire market they

25

war, inflation and high interest rates.

cannot be eliminated through diversification. Market risk does not impact each security to

A.

A.

A.

1 See Schedule JCM-7
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1

2

the same degree. The degree to which any security's returns is affected by the market can

be measured using Beta. Beta reflects the business risk and the financial risk of a security.

3

4 Q. Please define business risk.

5 Business risk is the fluctuation of earnings inherent in a firm's operations and environment

6

7

8

such as competit ion and adverse economic condit ions that  may impair  its  ability to

provide returns on investment. Companies in the same or similar line of business tend to

experience the same fluctuations in business cycles.

9

10 Q- Please define financial risk.

11 Financial risk is the fluctuation of earnings inherent in using debt financing by a firm that

12 may impair  its ability to provide adequate return. The more a  company uses  debt

13 financing, the more the company becomes exposed to financial risk.

14

15 Q- Do business risk and financial risk affect the cost of equity?

16 Yes.

17

18 Q, Is a firm subject to any other risk?

19 Yes.

20

21

Firms are a lso subject  to unsystematic or  firm-specific r isk. Examples of

unsystematic risk include losses caused by labor problems, nationalization of assets, loss

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding

22

A.

A.

A.

A.

a diverse portfolio, thus, it is not of concern to diversified investors.



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 20

1 Q-

2

How does Arizona-American's financial risk compare to the sample water

companies' financial risk from the perspective of an investor?

3

4

5

6

7

8

9

10

From an investor's perspective, Arizona-American's capital structure is more risky than

the sample water companies. Schedule JCM-4 shows the capital structures of the six

publicly traded water companies ("sample water companies") as of June 2009, as well as

Arizona-American's actual capital structure. As of June 2009, the sample water utilities

were capitalized with approximately 50.2 percent debt and 49.8 percent equity, while

Arizona-American's capital structure consists of approximately 61.14 percent debt and

38.86 percent equity. Thus, Arizona-American's shareholders bear more financial risk

than the shareholders of the sample companies.

11

12 Q- Is firm-specific risk measured by beta?

13 No. Firm-specific risk is not measured by beta.

14

15 Q. Is the cost of equity affected by firm-specific risk?

16

17

No. Since firm-specific risk can be eliminated through diversification, it does not affect

the cost of equity.

18

19 Q- Can investors expect additional returns for firm-specific risk?

20 A.

21

22

23

A.

A.

A.

No. Investors who hold diversified portfolios can eliminate firm-specific r isk,  and

consequently, do not require any additional return. Since investors who choose to be less

than fully diversified must compete in the market with fully diversified investors,  the

former cannot expect to be compensated for unique risk.
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1 V ESTIMATING THE COST OF EQUITY

2 Introduction

3 Q- Did Staff directly estimate the cost of equity for Arizona-American?

4 A No. Since Arizona-American is not a publicly-traded company, Staff is unable to directly

es t imate Ar izona-Amer ican's  cost  of  equity due to the unava ilability of  f inancia l

information. Instead, Staff uses an average of a representative sample group to reduce the

sample error resulting from random fluctuations in the market at the time the information

is gathered

10 Q What companies did Staff select as proxies or comparables for Arizona-American?

11 A

14

Staff" s sample consists of the following six publicly-traded water utilities: American

States Water, California Water, Connecticut Water Services, Middlesex Water, Aqua

America and SJW Corp. Staff chose these companies because they are publicly-traded

and receive the majority of their earnings from regulated operations.

15

16 Q-

17

Please explain the relevance of using six water companies as a proxy for the

wastewater division of Arizona-American.

18

19

20

21

While the provision of wastewater service is different from the provision of water service,

water and wastewater utilities are subject to similar risk factors and regulatory oversight.

Therefore,  the sample water  companies are an appropriate proxy for  the wastewater

division of Arizona-American as well as the water division.

22

23 Q- What models did Staff implement to estimate Arizona-American's cost of equity?

24 A.

25

A.

Staff used two market-based models to estimate the cost of equity for Arizona-American:

the DCF model and the CAPM.
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Q. Please explain why Staff chose the DCF and CAPM models.

A. Staff chose to use the DCF and CAPM models  because they a re widely recognized

market-based models and have been used extensively to estimate the cost of equity. An

explanation of the DCF and CAPM models follows.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Discounted Cash Flow Model Analysis

Q. Please provide a brief summary of the theory upon which the DCF method of

estimating the cost of equity is based.

The DCF method of stock valuation is based on the theory that the value of an investment

is equal to the sum of the future cash flows generated from the aforementioned investment

discounted to the present time. This method uses expected dividends, market price and

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered

the DCF method in the 1960s. The DCF method has become widely used to estimate the

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used

the financial information for the relevant six sample companies in the DCF model and

averaged the results to determine an estimated cost of equity for the sample companies.

15

16

17

18

19

20

21

22

Q- Does Staff use more than one version of the DCF?

A.

A. Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi-

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity's

dividends will grow indefinitely at the same rate.  The multi-stage growth DCF model

assumes the dividend growth rate will change at some point in the future.
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1 The Constant-Growth DCF

Q. What is the mathematical formula used in Staff's constant-growth DCF analysis?2

3

4

A. The constant-growth DCF formula used in Staffs analysis is:

Equation 2 1

K D 1. + 8

18,

where : K

D1

4

g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

Equation 2 assumes that the entity has a constant earnings retention rate and that its

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.45 per share and

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the

3.0 percent annual dividend growth rate.

5

6

7

8

9

10

11

12

13

14

15

16

17

Q. How did Staff calculate the dividend yield component (D1/P0) of the constant-growth

DCF formula?

Staff calculated the yield component of the DCF formula by dividing the expected annual

dividends (DI) by the spot stock price (P0) after the close of the market January 6, 2010, as

reported by MSN Money.

2 Value Line Summary & Index. 1-6-10

A.
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1 Q~

2

Why did Staff use the January 6, 2010, spot price rather than a historical average

stock price to calculate the dividend yield component of the DCF formula?

3 A.

4

5

6

7

8

Current, rather than historic, market stock price is used in order to be consistent with

finance theory, i.e. ,  the efficient market hypothesis. The efficient market hypothesis

asserts that the current stock price reflects all available information on a stock including

investors' expectations of future returns. Use of a  histor ical average of stock pr ices

illogically discounts the most recent information in favor of less recent information. The

latter is stale and is representative of underlying conditions that may have changed.

9

10 Q-

11

How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

12

13

14

15

The dividend growth component  used by Staff is  determined by the average of s ix

different estimation methods as shown in Schedule JCM-8. Staff calculated historical and

projected growth estimates on dividend-per-share ("DPS"),3 earnings-per~share ("EPS")4

and sustainable growth bases.

16

17 Q.

18

Why did Staff examine EPS growth to estimate the dividend growth component of

the constant-growth DCF model?

19

20

21

Historic and projected EPS growth are used because dividends are related to earnings.

Dividend dis t r ibut ions  may exceed ea rnings  in the shor t  run but  cannot  cont inue

indefinitely. In the long term, dividend distributions are dependent on earnings.

A.

A.

3 Derived from information providedby Value Line
4 Derived from information providedby Value Line
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Q- How did Staff estimate historical DPS growth?

Staff estimated historical DPS growth by calculating the average rate of growth in DPS of

the sample water companies from 1998 to 2008. The results of that calculation are shown

in Schedule JCM-5. Staff calculated an average historical DPS growth rate of 3.1 percent

for the sample water utilities for the aforementioned period.

Q- How did Staff estimate the projected DPS growth?

Staff calculated an average of the projected DPS growth rates for the sample water utilities

from Value Line. The average projected DPS growth rate is 4.1 percent, as shown in

Schedule JCM-5 .

Q. How did Staff calculate the historical EPS growth rate?

Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies from 1998 to 2008. Staff calculated an average historical

EPS growth rate of 3.3 percent for  the sample water  utilit ies for  the aforementioned

period, as shown in Schedule JCM-5.

Q- How did Staff estimate the projected EPS growth?

Staff calculated an average of the projected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 9.7 percent, as shown in

Schedule JCM-5.

Q- How does Staff calculate its historical and projected sustainable growth rates?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

A.

A. Historical and prob ected sustainable growth rates are calculated by adding their respective

retention growth rate terms (Br) to their respective stock financing growth rate terms (vs),

as shown in Schedule JCM-6.
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1 Q. What is retention growth?

2

3

4

5

Retent ion growth is  the growth in dividends due to the retent ion of earnings. The

retention growth concept is based on the theory that dividend growth cannot be achieved

unless the company retains and reinvests some of its earnings. The retention growth is

used in Staffs calculation of sustainable growth shown in Schedule JCM-6.

6

7 Q. What is the formula for the retention growth rate?

8

9

The retention growth rate is the product of the retention ratio and the book/accounting

return on equity. The retention growth rate formula is :

10

Equation 3

Retention Growth Rate = Br

where b

r
the retention ratio (1 -. dividend payout ratio)

the accounting/book return on common equity

11

12 Q- How did Staff calculate the average historical retention growth rate (be) for the

13 sample water utilities?

14

15

16

Staff calculated the historical retention rates by averaging the retention rates for  the

sample water companies from 1999 to 2008. The historical average retention (Br) growth

for the sample water utilities is 3.0 percent, as shown in Schedule JCM-6.

17

18 Q- How did Staff determine projected retention growth rate (br) for the sample water

19 utilities?

20

21

22

A.

A.

A.

A. Staff used the retention growth projections for the sample water utilities for the period

2012 to 2014 from Value Line. The prob ected average retention growth rate for the sample

water utilities is 6.1 percent, as shown in Schedule JCM-6.
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1 Q. When can retention growth provide a reasonable estimate of future dividend

2 growth?

3

4

5

6

7

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("market-

to-book ratio") is expected to be 1.0. The average retention ratio has been reasonably

constant in recent years. However, the market-to-book ratio for the sample water utilities

is 1.8, notably higher than 1.0, as shown in Schedule JCM-7.

8

9 Q- Is there any financial implication of a market-to-book ratio greater than L0?

10 A.

12

13

14

15

16

17

18

19

20

21

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

earn an account ing/book return on its  equity tha t  exceeds its  cost  of equity. The

relationship between required returns and expected cash flows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 6 percent or 8 percent, and thus, paying annual

interest of $600,000 or $800,000, respectively. Regardless of investors' required return on

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent

than if the bonds are issued at 6 percent. For example, if the current interest rate required

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9

percent return and expect an entity to earn accounting/book returns of 13 percent, the

market will bid up the pr ice of the entity's stock to provide the required return of 9

22

A.

percent.
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1 Q.

2

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years?

3 A.

4

5

Staff has assumed that investors expect the market-to-book ratio to remain greater than

1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term to the

retention ratio (br) term to calculate its historical and projected sustainable growth rates.

6

7 Q-

8

Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case continue to include a stock financing growth rate

9 term'7

10 Yes.

11

12 Q. What is stock financing growth?

13

14

15

16

17

18

Stock financing growth is the growth in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

in his book The Cost 0f Capital to a Public Uri1izy.5 Stock financing growth is the product

of  the fr act ion of  the funds  r a ised from the sa le of  s tock tha t  accrues  to exis t ing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity (s).

A.

A.

5 Gordon, Myron J. The Cost of Capital to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 31-35,
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1 Q- What is the mathematical formula for the stock financing growth rate?

2 The mathematical formula for stock financing growth is:

Equation 4 :

Stock Financing Growth : vs

where : v

s

Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity

3

4 Q- How is the variable v presented above calculated?

5 Variable v is calculated as follows:

Equation 5

v I
book value

market value

6

7

8

For example, assume that a share of stock has a $30 book value and is selling for $45.

Then, to find the value of v, the formula is applied:

v I

9 In this example, v is equal to 0.33.

10

11 Q. How is the variable s presented above calculated?

12 Variable s is calculated as follows:

13 Equation 6:

14

15

A.

A.

A.

Funds raised from the issuance of stock

Total existing common equity before the issuance
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1

2

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock.

Then, to find the value of 5, the formula is applied:

s
30

150

3 In this example, s is equal to 20.0 percent.

4

5 Q. What is the vs term when the market-to-book ratio is equal to 1.0?

6

7

8

9

10

11

A market-to-book ratio equal to 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0).

Consequently, the vs term is also equal to zero (0.0).  When stock financing growth is

zero, dividend growth depends solely on the Br term.

12

13 Q. What is the effect of the vs term when the market-to-book ratio is greater than 1.0?

14

15

16

17

18

19

20

21

22

A.

A. A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a

book/account ing return on their  equity investment  grea ter  than the cost  of equity.

Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero. The excess by which new shares are issued and sold over book value

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The resulting higher book value leads to higher expected

earnings and dividends. Cont inued growth from the vs term is  dependent  upon the

continued issuance and sale of additional shares at a price that exceeds book value per

share.
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1 Q. What vs estimate did Staff calculate from its analysis of the sample water utilities?

2

3

Staff estimated an average stock financing growth of 2.2 percent for the sample water

utilities, as shown in Schedule JCM-6.

4

5 Q-

6

7

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result

of investors expecting earnings to exceed the cost of equity capital and the entity

subsequently experienced newly-authorized rates equal to its cost of equity capital?

8

9

Market pressure on the entity's stock price to reflect the change in future expected cash

flows would cause the market-to-book ratio to move toward 1.0.

10

11 Q. vs

12

Is inclusion of the term necessary if the average market-to-book ratio of the

sample water utilities falls to 1.0 due to authorized ROEs equaling the cost of equity?

13

14

15

16

17

18

19

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds

raised from the sale of stock by the entity accrues to the benefit of existing shareholders

because the v term equals to zero, and consequently, the vs term also equals zero. When

the market-to-book ratio equals 1.0,  dividend growth depends solely on the Br term.

Staffs inclusion of the vs term assumes that the market-to-book ratio continues to exceed

1.0 and that the water utilities will continue to issue and sell stock at prices above book

value with the effect of benefitting existing shareholders.

20

21 Q- What are Staff's historical and projected sustainable growth rates?

22

23

24

25

A.

A.

A.

A.

Staff' s estimated historical sustainable growth rate is 5.2 percent based on an analysis of

earnings retention for the sample water companies. Staff" s projected sustainable growth

rate is 9.1 percent based on retention growth projected by Value Line. Schedule JCM-6

presents Staff s estimates of the sustainable growth rate.
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1

2

3

4

Q- What is Staff's expected infinite annual growth rate in dividends?

Staffs expected infinite annual growth ra te in dividends is  5.8 percent  which is  the

average of histor ical and projected dividends per  share ("DPS"),  earnings per  share

("EPS"), and sustainable growth estimates. Staff" s calculation of the expected infinite

annual growth rate in dividends is shown in Schedule JCM-8.

Q. What is Staff's constant-growth DCF estimate for the sample utilities?

5

6

7

8

9

10

Staff" s constant-growth DCF estimate is 9.3 percent, as shown in Schedule JCM-3 .

The Multi-Stage DCF

Q. Why did Staff implement the multi-stage DCF model to estimate Arizona-11

12

13

14

15

American's cost of equity?

A.

A.

A. Staff generally uses the multi-stage DCF model to consider the assumption that dividends

may not grow at a constant rate. The multi-stage DCF uses two stages of growth. The

first stage is four years followed by the second constant growth stage.
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1 Q- What is the mathematical formula for the multi-stage DCF?

2 The multi-stage DCF formula is shown in the following equation:

Equation 7 :
in

P0

n
D /

(1+K)'
+ Dn(1-1-gn)

K - g n (1+K)l

Where : P

D
0

r

K
n

D"

gr

current stock price

dividends expected during stage 1

cost of equity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after year n

3

4 Q. What steps did Staff take to implement its multi-stage DCF cost of equity model?

5

6

7

8

First, Staff projected future dividends for each of the sample water uti l ities using near-

term and long-tenn growth rates. Second, Staff calculated the rate (cost of equity) which

equates the present value of the forecasted dividends to the current stock price for each of

the sample water uti l i ties. Lastly, Staff calculated an average of the individual  sample

9 company cost of equity estimates.

10

11 Q- How did Staff calculate near-term (stage-1) growth?

12

13

14

A.

A.

A.

The stage-1 growth rate is based on Value Lines 's projected dividends for the next twelve

months, when available, and on the average dividend growth rate (5.8 percent) calculated

in Staff' s constant DCF analysis for the remainder of the stage.
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1 Q. How did Staff estimate long-term (stage-2) growth?

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in GDP

from 1929 to 2008.6 Using the GDP growth rate assumes that the water utility industry is

expected to grow at the same rate as the overall economy.

Q. What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

Staff used 6.7 percent to estimate the stage-2 growth rate.

Q. What is Staff's multi-stage DCF estimate for the sample utilities?

2

3

4

5

6

7

8

9

10 Staffs multi-stage DCF estimate is 10.0 percent, as shown in Schedule JCM-3 .

Q- What is Staff's overall DCF estimate for the sample utilities?

Staffs overall DCF estimate is 9.7 percent. Staff calculated the overall DCF estimate by

averaging the constant growth DCF (9.3%) and multi-stage DCF (10.0%) estimates, as

shown in Schedule JCM-3 .

13

14

15

16

17

18

19

20

21

22

23

24

Capital Asset Pricing Model

Q, Please describe the CAPM.

A. The CAPM is used to determine the prices of securities in a competitive market.  The

CAPM model descr ibes the relationship between a  security's investment r isk and its

market rate of return. Under the CAPM, an investor requires the expected return of a

security to equal the rate on a risk-free security plus a risk premium. If the investor 's

expected r etur n does  not  meet  or  bea t  the r equir ed r etur n,  the inves tment  is  not

economically justified. The model also assumes that investors will sufficiently diversify

A.

A.

A.

A.

6 www.bea.doc.gov
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their investments to eliminate any non-systematic or unique risk.' In 1990, Professors

Harry Markowitz, William Sharpe, and Merton Miller earned the Nobel Prize in

Economic Sciences for their contribution to the development of the CAPM

5 Q Did Staff use the same sample water utilities in its CAPM and DCF cost of equity

estimation analyses

7 A Yes. Staffs CAPM cost of equity estimation analysis uses the same sample water

companies as its DCF cost of equity estimation analysis

10 Q What is the mathematical formula for the CAPM?

11 A The mathematical formula for the CAPM is

Equation 8

R, + p(Rm -RT)

where

R. R

K

risk free rate

return on market

beta

market risk premium

expected return

13

14

15

16

The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest rate (Rf) plus the product of the market risk premium ("Rp") (Rm - Rf) multiplied

by beta (B) where beta represents the riskiness of the investment relative to the market.

7 The CAPM makes the following assumptions: 1) single holding period, 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of a risk-free rate,
and 6) homogeneous expectations.
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1 Q. What is the risk free rate?

2 A, The risk free rate is the rate of return of an investment with zero risk.

3

4 Q.

5

What does Staff use as surrogates to represent estimations of the risk-free rates of

interest in its historical and current market risk premium CAPM methods?

6

7

8

9

10

11

12

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of

interest for the historical market risk premium CAPM cost of equity estimation and the

current market risk premium CAPM cost of equity estimation. Staff uses the average of

three (five-, seven-, and ten-year) intermediate-term U.S. Treasury securities' spot rates in

its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.

Treasury bond spot  r a te in it s  cur rent  market  r isk premium CAPM cost  of  equity

estimation. Rates on U.S. Treasuries are largely verifiable and readily available.

13

14 Q. What does beta measure?

15

16

17

18

19

Beta measures the volatility, or systematic risk, of a security relative to the market. Since

systematic r isk cannot  be diversified away,  it  is  the only r isk that  is  relevant  when

estimating a security's required return. Using a baseline market beta of 1.0, a security

with a beta less than 1.0 will be less volatile than the market.  A security with a beta

greater than 1.0 will be more volatile than the market.

20

21 Q- How did Staff estimate Arizona-American's beta?

22

23

24

25

26

A.

A.

A. Staff used the average of the Value Line betas for the sample water utilities as a proxy for

Arizona-American's beta. Schedule JCM-7 shows the Value Line betas for each of the

sample water utilities. The 0.80 average beta for  the sample water  utilit ies is Staffs

estimated beta for Arizona-American. A security with a 0.80 beta has less volatility than

the market.
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1 Please describe expected market risk premium (Rm - Rf)?

2

Q-

A. The expected market risk premium is the expected return on the market above the risk free

3 rate. Simplified, it is the return an investor expects as compensation for market risk.

4

5 Q- What did Staff use for the market risk premium?

6

7

Staff uses separate calculations for the market risk premium in its historical and current

market risk premium CAPM methods.

8

9 Q- How did Staff calculate an estimate for the market risk premium in its historical

10 market risk premium CAPM method?

11

12

13

14

15

16

Staff uses the intermedia te-term government  bond income returns published in the

Ibbotson Associates' Stocks, Bonds, Bills, and Inflation 2008 Yearbook to calculate the

histor ical market r isk premium. Ibbotson Associates calculates the historical r isk

premium by averaging the historical arithmetic differences between the S&P 500 and the

intermediate-term government bond income returns for the period 1926-2008. Sta ffs

historical market risk premium estimate is 6.9 percent, as shown in Schedule JCM-3 .

17

18 Q- How did Staff calculate an estimate for the market risk premium in its  current

19 market risk premium CAPM method?

20

21

22

23

24

Staff solves equation 8 above to arrive at a market risk premium using a DCF derived

expected return (K) of 12.67 (2.0 + l0.678) percent using the expected dividend yield (2.0

percent over the next twelve months) and the annual per share growth rate (10.67 percent)

that Value Line projects for all dividend-paying stocks under its reviews along with the

current long-term risk-free rate (30-year Treasury note at 4.70 percent) and the market's

8 The three to five year price appreciation is 50%. 1.50025 - 1
9 January 6, 2010 issue date.

A.

A.

A.

10.67%



Direct Testimony of Juan C. Manrique
Docket Nos. w-01303A-09-0343 et al
Page 38

average beta of 1.0. Staff calculated the current market risk premium as 7.97,'0 as shown

in Schedule JCM-3 .

1

2

3

4

5

6

Q- What is  the result of Staff's  historical market risk premium CAPM and current

market risk premium CAPM cost of equity estimations for the sample utilities?

Staff" s cost of equity estimates are 8.8 percent using the historical market risk premium

CAPM and 11.1 using the current market risk premium CAPM.7

8

9

10

11

Q. What is Staff's overall CAPM estimate for the sample utilities?

12

Staffs overall CAPM cost of equity estimate is 10.0 percent which is the average of the

historical market risk premium CAPM (8.8 percent) and the current market risk premium

CAPM (11.1 percent) estimates, as shown in Schedule JCM-3 .

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

What is the result of Staff's constant-growth DCF analysis to estimate the cost of

equity to the sample water utilities?

A. Schedule JCM-3 shows the result of Staff's constant-growth DCF analysis. The result of

Staffs constant-growth DCF analysis is as follows:

k 3.5% + 5.8%

13

14

15

16

17

18

19

20

21

22

23

24

25

k 9.3%

Staff" s constant-growth DCF estimate of the cost of equity to the sample water utilities is

9.3 percent.

A.

A.

VI.

Q-

10 12.67% = 4.70%+ (1) (7.97%)
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1

2

3

4

Q. What is the result of Staff's multi-stage DCF analysis to estimate of the cost of equity

for the sample utilities?

Schedule JCM-9 shows the result of Staffs multi-stage DCF analysis. The result of

Staff" s multi-stage DCF analysis is:

Company Equity Cost
Estimate (k)

5

6

7

8

9

10

12

13

14

15

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

9.5%
10.0%
9.8%
10.4%
10.9%
9.6%

Average 10.0%

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 10.0

percent.

16

17

18

19

20

21

22

23

24

Q- What is Staffs overall DCF estimate of the cost of equity for the sample utilities?

Staffs overall DCF estimate of the cost of equity for the sample utilities is 9.7 percent.

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant

growth DCF (9.3 percent) and Staffs multi-stage DCF (10.0 percent) estimates, as shown

in Schedule JCM-3 .

Q- What is  the result of Staff's  historical market risk premium CAPM analysis  to

estimate of the cost of equity for the sample utilities?

25

26

27

28

29

30

Schedule JCM-3 shows the result  of Staffs CAPM analysis using the histor ical r isk

premium estimate. The result is as follows:

k 3.3% .|. 0.80*6.9%

A.

A.

A.

k 8.8%



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 40

1

2

Staff' s CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is 8.8 percent.

Q. What is the result of Staff's current market risk premium CAPM analysis to

estimate the cost of equity for the sample utilities?

Schedule JCM-3 shows the result of Staffs CAPM analysis using the current market risk

premium estimate. The result is:

k 4.7% + 0.80*8.0%

k 11.1%

Staff" s CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 11.1 percent.

Q. What is Staff's overall CAPM estimate of the cost of equity for the sample utilities?

Staffs overall CAPM estimate for the sample utilities is 10.0 percent. Staff" s overall

CAPM estimate is the average of the historical market risk premium CAPM (8.8 percent)

and the cur rent  market  r isk premium CAPM (11.1 percent) est imates ,  as  shown in

Schedule JCM~3 .

Q- Please summarize the results of Staff's cost of equity analysis for the sample utilities.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

The following table shows the results of Staff" s cost of equity analysis:

Table 2

Estimate

A.

A.

A.

Method
Average DCF Estimate
Average CAPM Estimate

Overall Average

9.7%
10.0%
9.9%
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1 Staff" s average estimate of the cost of equity to the sample water utilities is 9.9 percent.

2

3 VII.

4 Q-

FINAL COST OF EQUITY ESTIMATES FOR ARIZONA-AMERICAN

Please compare Arizona-American's capital structure to that of the six sample water

5 companies.

6

7

8

9

10

11

12

The average capital structure for the sample water utilities is composed of 49.8 percent

equity and 50.2 percent debt, as shown in Schedule JCM-4. Arizona-American's capital

structure is composed of 38.86 percent equity and 61.14 percent debt. In this case, since

Arizona-American's capital structure is more leveraged than that of the average sample

water utilities' capital structure, its stockholders bear more financial risk than the sample

water utilities. Accordingly, Arizona-American's cost of equity is higher than that of the

sample water utilities.

13

14 Q-

15

What method does Staff use to calculate the effect on the cost of equity capital of the

different financial risks posed by Arizona-American versus the sample companies?

16

17

18

19

20

21

22

23

24

A.

A. Staff uses the methodology developed by Professor Robert Hamada of the University of

Chicago, which incorporates capital structure theory with the CAPM, to estimate the

effect of Arizona-American's capital structure on its cost of equity. Staff calculated a

financial risk adjustment for Arizona-American of positive 80 basis points (0.8 percent)

based on the Company's capital structure of 38.86 percent equity and 61.14 percent debt

in order to reflect the Company's actual financial risk. Arizona-American's cost of equity

adjusted for financial risk (10.7 percent) can be determined by adding this 0.8 percent

financial risk adjustment from Staffs average estimate of the cost of equity to the sample

water utilities (9.9 percent).
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Q. What is Staff's ROE estimate for Arizona-American?

Staff determined an ROE estimate of 9.9 percent for the Company based on cost of equity

estimates for the sample companies ranging from 9.7 percent for the DCF to 10.0 percent

for the CAPM. Staff recommends adoption of an 80 basis point upward financial r isk

adj vestment of the ROE to 10.7 percent.

VIII. RATE OF RETURN RECOMMENDATION

Q. What overall rate of return did Staff determine for Arizona-American"

A. Staff determined a 7.2 percent ROR for the Company, as shown in Schedule JCM-1 and

the following table:

1

2

3

4

5

6

7

8

9

10

11

12

13

Table 3

Weight Cost
Weighted
Cost

Short-Term and Long-term Debt
Common Equity

61.14%
38.86%

4.91%
10.7%

3.0%
4.2%

Overall ROR 7.2%

IX.

14

15

16

17

18

19

20

21

22

23

Q.

STAFF RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS DR.

BENTE VILLADSEN

Please summarize Dr. Villadsen's analyses and recommendations.

A.

A. Dr. Villadsen recommends a 12.25 percent ROE based on analyses for single and multi-

stage DCF models, the CAPM, and the empirical capital asset pricing model ("ECAPl\/I")

for a sample of water companies and a sample of gas companies. Dr. Villadsen estimates

the cost of equity for the sample companies using these analyses. Then, she estimates an

after-tax weighted average cost of capital ("ATWACC") for each company in the water

and gas samples using each entity's market value capital structure. Lastly, she separately
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calculates an average ATWACC for each DCF analysis, for each CAPM analysis and for

each ECAPM analysis for the water and gas samples. She dismisses the water sample as

not credible due to the variability of those findings. Instead, she uses solely the gas

samples to arrive at her ROE.

Q- Has the Commission previously adopted the ATWACC methodology for determining

the cost of equity capital?

No. Use of the ATWACC methodology to estimate the cost of equity capital is not widely

accepted in the regulatory environment. The Commission has previously rejected the

ATWACC methodology recognizing that it  produces an inflated estimate that would

overcompensate for  financia l r isk and would require customers to overcompensate

investors.ll Also, regulatory agencies in the United States generally use book values when

estimating the cost of capital of a public utility. The ATWACC methodology uses ROE

as a dependent variable that is derived by inappropriately equating the sample companies'

market value capital structure ATWACC to the Applicant's book value capital structure

ATWACC.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q- Does Staff have any comments on Dr. Villadsen's sole reliance on analysts' forecasts

to estimate DPS growth in her constant growth DCF estimates?

Yes. Generally,  analysts' forecasts are known to be overly optimistic. Sole use of

analysts' forecasts to calculate the growth in dividends (g), causes inflated growth, and

consequently, inflated cost of equity estimates. Also, relying only on analysts' forecasts

of earnings growth to forecast DPS is inappropriate because it assumes that investors do

not look at other relevant information such as past dividend and earnings growth.

A.

A.

11 Decision Nos. 68858, 70209 and 70372.
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1 Q.

2

How does Staff respond to Dr. Villadsen's statement, "In other words, using

historical data provides no additional information to that captured in analyst

3

4

5

6

forecasts."l2"

The appropr ia te growth ra te to use in the DCF formula  is  the dividend growth ra te

expected by investors, not analysts. Therefore,  while analysts may have considered

historical measures of growth, it is reasonable to assume that investors also rely on past

7 growth. This calls for consideration of both analysts' forecasts as well as past growth.

8

9 Q-

10

11

Does Staff have any evidence to support its assertion that exclusive reliance on

analysts' forecasts of earnings growth in the DCF model would result in inflated cost

of equity estimates?

12

13

14

15

16

17

Yes. Experts in the financial community have commented on the optimism in analysts'

forecasts of future earnings. '3 A study cited by David Dre ran in his book Contrarian

Investment  Strategies: The Next  Generat ion found that  Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period.

Another study conducted by David Dre ran found that between 1982 and 1997, analysts

overestimated the growth of earnings of companies in the S&P 500 by 188 percent.

18

19

20

21

22

Also, Burton Malkiel of Princeton University studied the one-year and five-year earnings

forecasts made by some of the most respected names in the investment business.  His

results showed that the five-year estimates of professional analysts, when compared with

actual earnings growth rates, were much worse than the predictions from several naive

forecasting models,  such as the long-run rate of growth of national income. In the

A.

A.

12 Direct testimony of Dr. Benne Villadseu, page 53 .
13 See Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill.  New York. p, 100. Drernan, David.
Contrarian Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel,
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175.
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier
Bureau), FCC Docket 79-63, p. 95.



Direct Testimony of Juan C. Manrique
Docket Nos. W-01303A-09-0343 et al
Page 45

following excerpt from Professor Malkiel's book A Random Walk Down Wall Street, he

discusses the results of his study

When confronted with the poor record of their five-year growth
estimates, the security analysts honestly, if sheepishly, admitted
that five years ahead is really too far in advance to make reliable
projections. They protested that although long-term projections
are admittedly important, they really ought to be judged on their
ability to project earnings changes one year ahead. Believe it or
not, it turned out that their one-year forecasts were even worse than
their five-year prob actions

The analysts fought back gamely. They complained that it was
unfair to judge their performance on a wide cross section of
industries, because earnings for high-tech firms and various
cyclical" companies are notoriously hard to forecast. "Try us on

utilities, " one analyst confidently asserted, At the time they were
considered among the most stable group of companies because 0
government regulation. So we tried it and they did 't like it. Even
the forecasts for the stable utilities were far off the mark
(Emphasis added)

21 Q Are investors aware of the problems related to analysts' forecasts?

22 A

25

Yes. In addition to books, there are numerous published articles appearing in The Wall

Street Journal and other financial publications that cast doubt as to how accurate research

analysts are in their forecasts." Investors, being keenly aware of these inherent biases in

forecasts, will use other methods to assess future growth.

26

.14 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175
15 See Smith, Randall & Craig, Suzanne. "Big Firms Had Research Ploy: Quiet Payments Among Rivals." The Wall
Street Journal. April 30, 2003. Brown, Ken. "Analysts: Still Coming Up Rosy." The Wall Street Journal. January
27, 2003. p. Cl. Karman, Craig. "Profit Forecasts Become Anybody's Guess." The Wat! Street Journal. January
21, 2003. p. Cl. Gasparino, Charles. "Merrill  Lynch Investigation Widens." The Wall Street Journal. Apri l  l l ,
2002. p.  C4. Elstein,  Aaron.  "Earnings Estimates Are All  Over the Map." The Wall Street Journal. August 2,
2001. p. Cl. Dre ran, David. "Don't Count on those Earnings Forecasts." Forbes. January 26, 1998. p. 110.
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1 Q. Should DPS growth be considered in a DCF analysis?

2

3

4

Yes. As previously stated on section V of this testimony, the current market price of a

stock is equal to the present value of all expected future dividends, not future earnings.

Professor Jeremy Siegel from the Wharton School of Finance stated:

5

6

7

8

9

10

11

12

Note that the price of the stock is always equal to the present value
of all future dividends and not the present value of future earnings.
Earnings not paid to investors can have value only if they are paid
as dividends or other cash disbursements at a later date. Valuing
s tock a s  t he p r esent  discounted va lue of  fu tu r e ea r nings  is
manifestly wrong and greatly overstates the value of the iinn.16

13

14

15

16

17

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated. If investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless. Accordingly, historical

DPS growth should receive appropriate consideration in the estimation of DPS growth

component of the DCF cost of equity estimation model.

18

19

20

Q.

21

22

Does Staff have any comment on Dr. Villadsen's statements, "Therefore, using the

current risk-free rate in the risk~positioning models will not accurately reflect the

risk inherent in owning equity. Specifically, the increase in yield spread has to be

taken into acc0unt?"17

23 Yes. Dr. Villadsen has chosen to add 125 basis points to the current estimate of the long-

24

25

26

27

tern risk-free rate. She has chosen this method to account for the increase in yield spread

of corporate bonds over government bonds between 1991 and 2007. The use of this time

period is arbitrary. There is no indication given as to the significance of this time period

and its implications. Additionally, this implies that when the yield spread for corporate

A.

A.

is Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill, New York. P. 93 .
17 Direct Testimony of Dr. Villadsen, Arizona-American, Docket No, W-01303A-09-0-43, page 21 lines 16-18



Direct Testimony of Juan C. Manrique
Docket Nos. w-01303A-09_0343 et al
Page 47

bonds over  government bonds decreases,  a  deduction to the government bond rate is

appropriate to reflect the risk free rate. Moreover, in the CAPM formula when the risk

free rate is increased, the market risk premium decreases. Therefore, the cost of equity

estimate does not change by the same amount as the increase in the r isk free rate as

proposed by Dr. Villadsen. The proper risk-free rate is that borne by the market

7 Q Does Staff have any comment on Dr. Villadsen's statement, "While the Commission

Staff in the past has given weight to the water sample's DCF results, I respectfully

submit that the high variability of these growth rates makes them very unreliable at

this point in time

The omission of the water sample is questionable. Dr. Villadsen suggests that inputs that

have outcomes that produce inconsistent results should be selectively eliminated. While

Staff recognizes the legitimacy of excluding outliers among data, wholesale exclusion of

variable results is not appropriate. Dr. Villadsen's water results are more variable than

Staff's due to her exclusive reliance on analysts' projections. Thus, while her water

sample analysis may not provide a useable output, Staffs cost of equity estimation model

includes a balance of inputs to provide a reliable result

Direct Testimony of Dr. Villadsen, Arizona-American, Docket No. W-01303A-09-0343, page 56 lines 5-7
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1 Q.

2

3

4

5

6

What is Staff's response to Dr. Villadsen's quoting of Debra G. Coy in stating that

"investors have come to understand that 'low risk' water utilities in fact carry a

variety of potential risk, the largest of which is their raising need to repair and

replace aging infrastructure, resulting in high cape requirements, low depreciation

rates, and negative free cash flow, along with negative effects of regulatory lag on

earnings"?l9

7

8

9

Any accretion in perceived risk for water utilities by the market will be reflected in the

water utilities sample. Thus, Dr. Villadsen's choice not to use the water utilities sample

due to the variability of the growth rates simply discards the market information available

for the water utilities.10

11

12

13

x.

Q.

CONCLUSION

Please summarize Staff's recommendations.

14

15

Staff recommends that the Commission adopt a capital structure for Arizona-American in

this proceeding composed of 61.14 percent debt and 38.86 percent equity.

16

17

18

19

Staff also recommends that the Commission adopt a 10.7 percent ROE for the Company,

based on Staff's cost of equity estimates that range from 9.7 percent to 10.0 percent for the

sample companies and to reflect an 80 basis point upward financial risk adjustment.

20

21 Q. Does this conclude your direct testimony?

22 Yes, it does.

A.

A.

A.

19 Direct Testimony of Dr. Villadsen, Arizona-American, Docket No. W-01303A-09-0-43, page 32 lines 11-16
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EXECUTIVE SUMMARY
ARIZONA AMERICAN WATER COMPANY, INC.

DOCKET nos. W-01303A-09-0343 AND SW-01303A-09-0343

Arizona American Water Company Inc. ("AAWC" or "Company") is an Arizona for-
profit Class A public service corporation that provides water and wastewater utility service in
various communities throughout Arizona. This case is for the test year ended December 31,
2008.

On July 2, 2009, AAWC filed a general rate application. The Company has requested
increases for live systems in this case. The testimony of Gary T. McMurry pertains to three of
the five districts, Anthem/Agua Fria, Sun City, and Sun City West, all wastewater systems.

Anthem/Agua Fria

The Company proposes a revenue increase of $7,060,837, or 81.75 percent, from
38,637,123 to $15,697,960 for the Anthem/Agua Fria wastewater district. The proposed rate
increase would produce an operating income of $4,071,858 for an 8.53 percent rate of return on
an original cost rate base ("OCRB") of $47,735,732 Staffs revenue requirement of
$13,645,229 represents an increase of $5,008,106, or 57.98 percent, for a 7.20 percent rate of
return on a Staff adjusted OCRB of $44,359,326

Sun City

The Company proposes a revenue increase of $2,156,882, or 36.31 percent, from
35,940,381 to $8,097,263 for the Sun City wastewater district. The proposed rate increase would
produce an operating income of $1,259,377 for an 8.53 percent rate of return on an original cost
rate base ("OCRB") of $14,764,087 Staffs revenue requirement of $7,556,858 represents an
increase of $1,616,477 or 27.21 percent, for a 7.20 percent rate of return on a Staff adjusted
OCRB 0f$14,672,152.

Sun City West

The Company proposes a revenue increase of $1,480,756, or 26.15 percent, from
$5,661,710 to $7,142,475 for the Sun City West wastewater district. The proposed rate increase
would produce an operating income of $1,520,155 for an 8.53 percent rate of return on an
original cost rate base ("OCRB") of $17,821,272 Staff's revenue requirement of $7,231,901
represents an increase of $1,570,191, or 27.73 percent, for a 7.20 percent rate of return on a Staff
adjusted OCRB 0f$18,169,383.
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1 1. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Gary McMurry. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff').

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q~ Please describe your educational background and professional experience.

8

9

10

I received a Bachelor of Science degree in Business Administration with a major in

Accounting from the University of Arizona. I have since been awarded two professional

designations, as a Certified Fraud Examiner and as a Certified Internal Auditor, after

11

12

successfully meeting the prescribed requirements established by each professional

organization.

13

14

15

My prior work experience includes approximately twenty years of auditing (both internal

and external), five additional years as a bank examiner, and two years of Investigations

16 work. Prior to joining the Commission, I was employed by the Office of Audit and

17 Analysis for the Department of Transportation primarily as a construction auditor.

18

19

20

21

22

23

24

25

A.

In April 2007, Ibegan employment at the Commission as a Public Utilities Analyst IV in

the Finance and Regulatory Analysis Section. Since coming to the Commission, I have

participated in a number of rate cases and other regulatory proceedings involving water

and gas utilities. i have also attended various seminars and classes on general regulatory

and business issues, including the National Association of Regulatory Utility

Commissioners ("NARUC") Utility Rate School and the Institute of Public Utilities

Annual Regulatory Studies Program ("Camp NARUC").
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1 Q. Briefly describe your responsibilities as a Public Utilities Analyst

2 A I  am respons ib l e  for  the  examina t ion and  ver i f i ca t i on of  f i nanc i a l  and  s ta t i s t i ca l

4

5

information included in assigned uti l i ty rate applications and other financial regulatory

matters. I develop revenue requirements ,  des ign rates ,  and prepare wri tten reports ,

testimony and schedules to present Staffs recommendations to the Commission.

6

7 Q- What is the purpose of your testimony in this case?

8

9

10

11

12

13

14

The purpose  of  my tes t imony i s  to  present  S ta f f  s  ana l ys i s  and  recommenda t ions

rega rd ing  the  Ar i zona  Amer i can Water  Company Inc . ' s  ("AAWC" or  "Company" )

application for a permanent rate increase. I will present recommendations in the areas of

rate base, operating income, and the revenue requirement for the Anthem/Agua Fria, Sun

Ci ty ,  and Sun Ci ty  West  was tewater  d i s tr i c ts . S ta f f  w i tness  Gera ld  W.  Becker  i s

presenting Staffs recommendations in the areas of rate base, operating income and the

revenue requirement for the Anthem and Sun City water districts. Staff witness Juan

15 Manrique i s  presenting  Staffs  cost of  capi ta l  recommendations . Staff  wi tness  Jeff

16 Staff witness Dorothy Hairs is  presenting

17

Michl ik  i s  presenting  Staffs  ra te des ign.

Staffs engineering analysis and recommendations.

18

19 Q- What is the basis of Staff's recommendations?

20

21

22

23

24

25

26

A.

A.

I have performed a regulatory audi t of  the Company's  records to determine whether

sufficient, relevant and reliable evidence exists to support the proposals in AAWC's rate

appl ication. My regulatory audit consisted of the fol lowing: (1) examining and testing

AAWC's  account ing  l edgers ,  reports  and support ing  documents ,  (2 )  check ing  the

accumu l a t i on of  amounts  i n  the  records ,  (3 )  t ra c ing  recorded  amounts  to  sou rce

documents, and (4) verifying that the Company-appl ied accounting principles were in

accordance with the NARUC Uniform System of Accounts ("USOA").
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1 Q. How is your testimony organized?

2

3

4

My testimony is presented in eleven sections. Section I is this introduction. Section II

provides a background of the Company. Section III is a summary of consumer service

issues. Section IV is a summary of proposed revenues. Section V is a summary of Staff' s

5 Section VI presents Staffs rate base

6

rate base and operating income adjustments.

recommendations regarding the Anthem/Agua Fria wastewater division. Section VII

7 operating income

Fria wastewater division.

adjustment recommendation

8

regarding the

presents Staffs rate base

9

10

11

presents Staffs

Anthem/Agua Section VIII

recommeNdations regarding the Sun City wastewater division. Section IX presents Staff' s

operating income adjustments regarding the Sun City wastewater division. Section X

presents Staffs rate base recommendations regarding the Sun City West wastewater

12 division. Section XI presents Staff' s operating income adjustments regarding the Sun City

West wastewater division.13

14

15 Q. Have you prepared any schedules to accompany your testimony?

16

17

18

Yes. I prepared schedules GTM-1 to GTM-19 for the Anthem/Agua Fria wastewater

division, schedules GTM-1 to GTM-17 for the Sun City wastewater division and

schedules GTM-l to GTM-19 for the Sun City West wastewater division.

19

20 11. BACKGROUND

21 Q- What are the primary reasons for the Company's requested permanent rate

22 increase?

23

24

25

The Company's application states that it has lost over $31 million since AWW purchased

the assets of Citizens Water Resources in 2002 and that it lost $1.8 million in 2008 and

$4.6 million in 2007. The Company further states that its times interest earned ratio

A.

A.

A.

r
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("TIER") was 0.44 at the end of 2006 and 0.52 at the end of 2008. The Company states

that a TIER of less than 1.0 is not sustainable in the long term

4 Q, What test year did AAWC use in its filing

A AAWC's rate filing is based on the twelve-month period that ended December 31, 2008

Q When were AAWC's present rates established?

5

6

7

8 A

10

The Commission authorized the Company's present permanent rates for the Anthem/Agua

Fria wastewater districts in Decision No. 70372, dated June 13. 2008. The Commission

authorized the Company's present permanent rates for the Sun City and the Sun City West

wastewater districts in Decision No. 70209. dated March 20. 2008

13

14

111.

Q

CONSUMER SERVICE

Please provide a brief summary of customer complaints received by the Commission

regarding AAWC

16 A Staff reviewed the Commission's records for the period January 1, 2006, through January

1. 2009. and found

For the Anthem/Agua Fria Wastewater District there were five

billing, rates, and quality of service issues) and no opinions.

complaints (including19

20

21

22

23

24

25

26

For the Sun City Wastewater District there were one complaint (rates and tariff) and no

opinions.

For the Sun City West Wastewater District there were three complaints (two for billing

issues and the other for rates) and no opinions.

IIlMII\ HH l
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1

2

3

4

The Company is in good standing with Corporations Division. The Company is current

on all property and sales taxes.

5

6

SUMMARY OF PROPOSED REVENUES

Please summarize the Company's filing for the Anthem/Agua Fria, Sun City, and

Sun City West wastewater systems.

7

8

The Company proposes the following revenues by district:

System
Anthem/Agua Fria
Sun City
Sun City West

Test Year Revenue
$8,637,123
$5,940,381
535,661 ,710

Company-Proposed
$15,697,960

$8,097,263
SB7, 142,466

S Increase
$7,060,837
$2,156,882
$1,480,765

% Increase
81.8%
36.3%
26.2%

9

10

11

12

13

14

The Company's proposed revenue, as filed, would provide an 8.53 percent rate of return

on the proposed $47,735,732 fair value rate base for the Anthem/Agua Fria division which

is the same as the proposed original cost rate base. The Company's proposed revenue, as

filed, would provide an 8.53 percent rate of return on the proposed $14,764,087 fair value

rate base for the Sun City wastewater division which is the same as the proposed original

cost rate base. The Company's proposed revenue, as filed, would provide an 8.53 percent

rate of return on the proposed $17,821,339 fair value rate base for the Sun City West

wastewater division which is the same as the proposed original cost rate base. The

proposed rate bases are summarized in Section V.

15

16

17

18

19

20 Q- Please summarize Staff's revenue requirement recommendation?

21

22

The Staff recommends the following revenues by district:

System
Anthem/Agua Fria
Sun City
Sun City West

Test Year Revenue
$8,637,123
$5,940,381
$5,661 ,710

Staff-Recommended
$13,645,229
$7,556,858
$7,231 ,901

s Increase
$5,008,106
$ l ,616,477
$1 ,570, 191

% Increase
58.0%
27.2%
27.7%

23

Iv.

Q.

A.

A.
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Staffs recommended revenue would provide a 7.20 percent rate of return on the

recommended $44,359,326 fair value rate base for the Anthem/Agua Fria division which

is the same as the proposed original cost rate base. Staffs recommended revenue would

provide a 7.20 percent rate of return on the recommended 814,672,152 fair value rate base

for the Sun City wastewater division which is the same as the proposed original cost rate

base. Staff' s recommended revenue would provide a 7.20 percent rate of return on the

recommended $18,169,383 fair value rate base for the Sun City West wastewater division

which is the same as the proposed original cost rate base. A summary of the

recommended rate base for each district is presented in Section V.

Q- Please compare Staff's revenue requirement recommendation to the Company's

1

2

3

4

5

6

7

8

9

10

11

12

13

proposal.

Below is a comparison of Staff s recommended and the Company's proposed revenue

14

15

requirements :

System
Anthem/Agua Fria
Sun City
Sun City West

Company-Proposed
$15,697,960

$8,097,263
$7,142,475

Staff-Recommended
$13.645,229
$7,556,858
$7,231,901

$ Difference
($2,052,731)
($540,405)

$89,426

% Difference
(13.1%)
(6.7%)
1.3%

16

17

18

19

20

21

22

23

24

SUMMARY OF STAFF'S RATE BASE AND OPERATING INCOME

ADJUSTMENTS

Fair Value Rate Base

Q. Does AAWC's application include schedules with elements of a Reconstruction Cost

New Rate Base?

v.

A.

A.

No. The Company's application does not request recognition of a Reconstruction Cost

New Rate Base. Accordingly, Staff has treated the Company's original cost rate base

("OCRB") as its fair value ratebase.
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1

2

3

4

Rate Base Summary

Q. Please summarize the Company's proposed and Staff's recommended rate base by

division.

5

The Company-proposed and Staff-recommended rate base by division are presented

below:

System
Anthem/Agua Fria
Sun City
Sun City West

Company-Proposed
$47,735,732
$14,764,087
$17,821,339

Staff-Recommended
$44,359,326
$14,672, 152
$18,169,383

$ Difference
($3,376,4066

(SO I ,935)
$348,044

% Difference
(7.1%)
(0.6%)
2.0%

6

Q- Please summarize Staff's rate base and operating income adjustments.7

8

9

10

The following is a summary of Staff' s rate base and operating income adjustments:

Anthem/Agua Fria Wastewater District Rate Base:

Northwest Valley Regional Treatment Facility ("NWVRTF") -.- This $1,039,823 downward

adjustment reflects Staff's allocation of the NWVRTF cost based on anticipated future capacity

between the Anthem/Agua Fria and the Sun City West districts.

Verrado- This adjustment removes 331,838,637 pertaining to excess capacity.

Working Capital - This $112,206 downward adjustment reflects Staff" s recalculation of the

Company's lead-lag analysis using Staff adjusted expenses.

11

12

13

14

15

16

17

18

19

20

21

A.

A.

Accumulated Deferred Income Taxes Debit This $27,084 downward adjustment reflects an

amount consistent with that shown in the Company's audited financial statements .
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1

2

3

4

Contributions in Aid of Construction ("CIAC")-- This $988,900 increase reflects reinstatement of

the pro forma removal by the Company of CIAC associated with construction work in progress

("CWIP").

Accumulated Depreciation - This $630,244 downward adjustment reflects Staff' s allocation of

the NWVRTF accumulated depreciation based on anticipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.

Generator Reclass This adjustment reclassifies $487,000 in costs from the Structures and

Improvement Account to the Power Generator Account.

Anthem/Agua Fria Wastewater District Operating Expenses:

NWVRTF -- This $174,480 downward adjustment reflects Staff' s allocation of the NWVRTF

operating expenses between the Anthem/Agua Fria and the Sun City West districts.

Power Adjustment - This $580 upward adjustment reflects an annualization using the permanent

rates authorized for APS.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Bad Debt Expense -

annualization of bad debt expense using a three-year average.

This adjustment reduces bad debt expense by $36,308 to reflect

21

22

23

Water Testing Expense - This $17,783 upward adjustment reflects an on-going expected average

cost of water testing.
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1 Depreciation Expense This $449,348 downward adjustment reflects application of Staff" s

recommended depreciation rates to Star:t"s recommended plant amounts and amortization of

Staffs CIAC balance.

2

3

4

Property Taxes .- This adjustment decreases test year property taxes by $1,545 to reflect

application of a modified version of the Arizona Department of Revenue's property tax

methodology which the Commission has consistently adopted.

Test Year Income Taxes .- This adjustment increases test year income tax expense by $291,044 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.

Rate Case Expense - This adjustment reduces rate case expense by $12,500 to reflect the

elimination of the prior rate case's unamortized rate case expense.

Sun City Wastewater District Rate Base:

Comprehensive Planning Study Costs - This $12,242 downward adjustment reflects the transfer

of costs from the Sun City Wastewater division to the Sun City West Wastewater division.

Working Capital - This $26,029 downward adjustment reflects Staffs recalculation of the

Company's lead-lag analysis using Staff adjusted expenses.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Accumulated Deferred Income Taxes - This $47,072 downward adjustment reflects an amount

consistent with that shown in the Company's audited financial statements.

Contributions in Advance of Construction (CIAC) - This $6,593 increase reflects reinstatement of

the pro forma removal by the Company of CIAC associated with construction work in progress.
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1

2

3

4

Sun City Wastewater District Operating Expenses:

Power Adjustment This $2,746 upward adjustment reflects an annualization using the

permanent rates authorized for APS.

Bad Debt Expense - This adjustment reduces bad debt expense by $50,872 to reflect the

annualization of bad debt using a three-year average.

Depreciation Expense - This $131,647 downward adjustment reflects application of Staffs

recommended depreciation rates to Staffs recommended plant amounts and the amortization of

Staff's CIAC balance.

Property Taxes - This $15,545 downward adjustment reflects application of a modified version of

the Arizona Department of Revenue's property tax methodology which the Commission has

consistently adopted.

Test Year Income Taxes ...- This adjustment increases test year income tax expense by $80,285 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Rate Case Expense - This adjustment reduces rate case expense by $9,406 to reflect the

elimination of the prior rate case's unamortized rate case expense.

Sun City West Wastewater District Rate Base:

Northwest Valley Regional Treatment Facility U\IWVRTF).-. This $1,039,823 upward adjustment

reflects Staffs allocation of the NWVRTF cost based on anticipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.



Direct Testimony of Gary McMurry
Docket No. sw-01303A-09-0343, et al
Page 11

1

2

3

4

Working Capital - This $41,699 downward adjustment reflects Staffs recalculation of the

Company's lead-lag analysis using Staff adjusted expenses.

Accumulated Deferred Income Taxes Debit This $32,077 downward adjustment reflects an

amount consistent with that shown in the Company's audited financial statements.5

6

7

8

9

10

Comprehensive Planning Study Costs - This $12,242 upward adjustment reflects the transfer of

costs to the Sun City West Wastewater division from the Sun City Wastewater division.

Accumulated Depreciation - This $630,244 upward adjustment reflects Staffs allocation of the

NWVRTF accumulated depreciation based on anticipated future capacity between the

Anthem/Agua Fria and the Sun City West districts.

11

12

13

14

15

16

17

18

19

20

Sun City West Wastewater District Operating Expenses:

Northwest Valley Regional Treatment Facility (NWVRTF) .- This $233,354 upward adjustment

reflects Staff' s allocation of the NWVRTF operating expenses between the Anthem/Agua Fria

and the Sun City West districts.

Power Adjustment - This $147,515 upward adjustment reflects an amlualization using the

permanent rates authorized for APS.

Bad Debt - This $55,609 downward adjustment reflects an annualization using a three-year

21

22

23

24

25

26

average 1

Water Testing Expense -- This $13,196 upward adjustment reflects an on-going expected average

cost of water testing.
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1

2

3

4

Depreciation Expense This $111,301 upward adjustment reflects application of the Staff

recommended depreciation rates to the Staff recommended plant amounts and the amortization of

the Staff CIAC balances.

Property Taxes -- This $89 upward adjustment reflects application of a modified version of the

Arizona Department of Revenue's property tax methodology which the Commission has

consistently adopted.

Test Year Income Taxes -.- This adjustment decreases test year income tax expense by $174,035 to

reflect application of statutory state and federal income tax rates to Staff adjusted taxable income.

Rate Case Expense -

elimination of the prior rate case's unamortized rate case expense.

This adjustment reduces rate case expense by $9,406 to reflect the

VI. RATE BASE ._ ANTHEM/AGUA FRIA WASTEWATER

Rate Base Azyustment No. I - Northwest Valley Regional Treatment Facility (NWVR T19

What does the Company propose with respect to the book value of the NWVRTF?Q.

The Company proposes $8,318,584, a 32 percent allocation, of the total book value of the

NWVRTF for the Anthem/Agua Fria Wastewater district.

Q_ What is the basis for the Company's 32 percent allocation factor?

A. The Company used the same allocation percentage adopted in the prior rate case.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. On what basis was the allocation factor calculated in the prior rate case?

A.

A.

The allocation factor was based on the anticipated relative capacity demand between the

Agua Fria and Sun City West districts.
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1

2

3

4

Q- Have the relative anticipated capacity demands between the two districts changed

since the prior rate case?

Yes. Accordingly, the allocation percentages should be updated to reflect the current

anticipated capacity demands, In the prior rate case, the allocation was 32 percent to

Anthem/Agua Fria and 68 percent to Sun City West. Staff's update allocates 28 percent

of the NWVRTF cost to Anthem/Agua Fria and 72 percent to Sun City West.

Q~ Did the Commission foresee and anticipate that the cost allocation factor would

change?

Yes. Commission Decision No. 70372, issued June 13, 2008, foresaw this possibility and

recommended that Staff revisit the cost allocation factor in the subsequent rate case.

Q. What is Staff recommending?

Staff recommends a $1,039,823 downward adjustment to reflect the four percent (32

percent vs. 28 percent) lower cost allocation factor, as shown in GTM-5 .

Rate Base Azyustment No. 2 - Verrado WWTF

Q. What does the Company propose with respect to the Verrado WWTF?

A. AAWC proposes the $12,647,357 actual recorded cost of the Verrado Phase II WWTF.

Q- Does Staff agree with the Company's proposal?

No. Staff has determined that the Verrado complex is overbuilt and under-utilized.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q_ Should plant that is not used and useful be included in rate base?

A.

A.

A.

A.

A. No. A determination that plant is used and useful is a condition necessary for including

plant in rate base.
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1 Q Is an adjustment to the plant's cost basis appropriate

Yes. Staff has determined that the excess plant capacity should be excluded from rate

base as it is not used and useful

5 Q What is Staff recommending

Staff recommends a $1,838,637 downward adjustment to remove the portion of the plant

representing excess capacity, as shown in Schedule GTM-6

9

10

Rate Base A¢Hustment No. 3 .- Cash Working Capital

Q Please describe the working capital adjustment to rate base

Working capital is a collective term that typically includes amounts for prepaid expenses

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-7

provides the calculation for Staff' s recommended adjustment to the cash working capital

component. Staff's adj ustments relate to the cash working capital component only

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base
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1 Q.

2

Did the Company perform a lead-lag study and a computation of cash working

capital in this case?

3

4

Yes. The Company's information supporting its cash working capital component is

shown in Schedule GTM-7.

5

6 Q- Was Staff able to use the Company's study to calculate cash working capital?

Yes.

Q- Does Staff agree with the lag-days in the Company's lead lag study?

With one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

Q. Please explain.

Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

7

8

9

10

13

14

15

16

17

18

19

20

21

22

Q- What does Staff recommend for the treatment of Bad Debt Expense?

23

24

A.

A.

A.

A.

A. Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting is 20.31 days.
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1 Q- Does Staff have other concerns with the computation of cash working capital?

2 Yes.

3

4 Q- Please explain.

5

6

7

8

9

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staff's calculation reflects Staffs recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.

10

11 Q.

12

Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

13

14

15

16

17

18

19

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

20

21 Q-

22

Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

23

24

25

A.

A.

A.

A.

Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying
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1

2

3

4

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

Q. Did Staff prepare a schedule to present its lead-lag analysis?

5

6

Yes. Schedule GTM-7 presents Staffs computation of cash working capital for the

Anthem/Agua Fr ia  Wastewater  d istr ic t  and  provides a  compar ison of the  S ta f f

recommended total with the Company's proposal.7

8

9 Q. What does Staff recommend?

Staff recommends cash working capital of $173,460, a $112,206 reduction from the

Company's proposed $285,666 amount, as shown for the Anthem/Agua Fria Wastewater

district in Schedules GTM-4 and GTM-7.

Rate Base Aauustment No. 4 .- Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q~ How did Staff evaluate these items?

10

11

12

13

14

15

16

17

18

19

20

21

22

A.

A.

A. Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of the AWW.



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 18

Q- Was Staff able to reconcile the two amounts?

A. No. Staff noted that the total used by the Company to calculate its allocations is

approximately 3313.026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $12689 million, a difference of approximately

$336,000.

Q- What does Staff recommend?

Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staffs calculation of the

recommended amount is shown in Schedule GTM-8. Staff recommends a $1,022,538

accumulated deferred income tax debit (addition to rate base), a $27,084 reduction from

the Company's proposed amount of $1,049,622

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Rate Base A¢Hustment No. 5 - CIAC Associated with CWIP

Q. Please describe how CIAC (and AIAC) relate to plant in service and rate base.

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

is a component of rate base. CIAC and AIAC are also components of rate base. As

components of rate base, plant in service differs from CIAC and AIAC in that plant

increases rate base and CIAC and AIAC decrease rate base. Plant that is under

construction (CWIP) is normally not a component of the rate base calculation. Thus,

funds or plant received as CIAC or AIAC that are funding CWIP are included in the rate

base calculation while the CWIP is not included in the rate base calculation. As a result,

the plant funded by CIAC or AIAC that is included in the rate base calculation may or

A.
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1 may not equal the CIAC and AIAC that has been received and is reflected in the rate base

calculation.2

3

4 Q. Please describe the Company's position.

5

6

7

8

The Company asserts that it has received CIAC related to plant that is not yet completed

(i.e., CWIP) and so not reflected in its rate base. The Company further states that since

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

9

10 Q. Is the Company's position a departure from traditional ratemaking practices?

11 Yes. The Company's position is a departure from traditional ratemaking practices.

12

13 Q- Please explain.

According to the NARUC USOA account no. 271, CIAC includes:14

15

16

17

18

19

20

21

22

Any amount or item of money, services or property received by a utility[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or construction costs of the utility's property,
facilities or equipment used to provide utility services to the public.
(Emphasis added).

23

24

The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.

25

26

27

Further, the NARUC Rate Case and Audit Manually instructs that the impact of such

contributions for ratemaking is to "reduce the rate base as a source of non-investor

A.

A.

A.

1 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at http://www.naruc.org/Publications/ratecase_manual.pdf
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supplied capital." Accordingly, the Company's rate base should be reduced by the amount

of CIAC.

1

2

3

4

5

6

Q- Did the Company request similar treatment of CIAC associated with CWIP in its last

rate filing?

A. Yes. In the Company's last rate case, Decision No. 71410, the Commission rejected the

Company's proposed treatment.

Q. What does Staff recommend?

Staff recommends that the CIAC funds the Company asserts are associated with CWIP be

reflected in the CIAC balances used to calculate and properly reflect a reduction to rate

base. For the Anthem/Agua Fria Wastewater system, a $988,900 adjustment to increase

CIAC is appropriate, as shown in Schedule GTM-9A.

Rate Base Azyustment No. 6 .- Accumulated Depreciation

Q. Has the Company proposed to al locate the accumulated depreciation on the

NWVRTF between the Anthem/Agua Fria and Sun City West districts in the same

percentages as it allocated the NWVRTF plant?

A. Yes. The Company allocated 32 percent of the accumulated depreciation related to the

NWVRTF to the Anthem/Agua Fria district and 68 percent to the Sun City West district.

Q- Should the same allocation percentages apply for both plant and accumulated

depreciation?

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

Yes. The allocation percentages for the NWVRTF plant and accumulated depreciation

should be the same. Since Staff rate base adjustment number one recommends allocating

28 percent of the NWVRTF plant to the Anthem/Agua Fria district and 72 percent to the
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1 Sun City West district, those same percentage should be applied to allocate the related

accumulated depreciation.

Q- What does Staff recommend?

2

3

4

5

6

7

A. Staff recommends transferring of $630,244 in accumulated depreciation from the

Anthem/Agua Fria district to the Sun City West district to provide the same allocation

percentages for the NWVRTF plant and accumulated depreciation, as shown in Schedule

GTM-9B.

Rate Base Adjustment No. 7 - Power Generator Reclass

Q. Did the Company's recording of a power generator in the amount of $487,000 follow

the NARUC USOA guidelines?

8

9

10

11

12

13

14

15

16

No. The Company recorded the generator in account no. 354400 Structures and

Improvements. According to the NARUC USOA, the appropriate account to record the

generator is Power Generation Equipment (account no. 355500).

Q. What does Staff recommend?17

18

19

20

A.

A. Staff recommends reclassifying the $487,000 from account no. 354400 Structures and

Improvements to account no. 355500 Power Generation Equipment, as shown in GTM-

9C.
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VII. OPERATING INCOME SUMMARY ._ ANTHEM/AGUA FRIA WASTEWATER

Uperating Income Aayustment No. I - NWVR TF Uperating Expenses

Q. What is the Company proposing for NWVRTF operating expenses?

A. The Company proposes an amount that represents 32 percent of the NWVRTF operations

and maintenance expenses that the Anthem/Agua Fria Wastewater district shares with the

Sun City West Wastewater district.

Q- What is the basis for the Company's 32 percent allocation factor?

As discussed above in Staff rate base adjustment no. 1, the 32 percent allocation for

Anthem/Agua Fria Wastewater is the percentage adopted in the prior rate case based on

the anticipated relative capacity demand between the Agua Fria and the Sun City West

districts. Staff has updated the expected relative capacity demands to 28 percent for

Anthem/Agua Fria and 72 percent for Sun City West.

Q- Is relative capacity demand the preferred method for allocating all NWVRTF

expenses?

No. Staff concludes that capacity demand is the appropriate basis for allocating fixed

costs, however, variable costs are more appropriately allocated based on the relative test

year treatment flows for the two districts. For purposes of this variable cost allocation,

Staff recognized purchase power and chemical expense as variable expenses. Staff's

variable cost allocation factors are 14 percent for the Anthem/Agua Fria district and 86

percent for Sun City West district.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- What does Staff recommend?

A.

A.

A.

Staff recommends transferring $174,480 of the proposed NWVRTF operating expenses

from the Anthem/Agua Fria WW district and to Sun City West district.
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Operating Income A¢uustment No. 2 - Power Expense

Q, What is the Company proposing for Fuel and Power Expense?

A. The Company proposes $278,664 (including NWVRTF) for Fuel and Power Expense.

The amount proposed reflects an APS interim rate increase but not the permanent increase

ultimately approved by the Commission.

1

2

3

4

5

6

7

8

Q. Did the Company provide Staff with an updated calculation that reflects APS'

permanent rate increase?

9

10

11

Yes. The Company provided updated schedules to reflect the increase ultimately

approved in the recent APS pennanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $23,384.

12

Q- Does Staff agree with the $23,384 additional power annualization to reflect the APS

rate increase?

Staff agrees that the annualization results in a $23,384 increase in power cost. Staff has

recognized this additional cost in its analysis, however, most of this cost is transferred to

the Sun City West wastewater district as a component of the NWVRTF adjustment above.

The net increase to the Anthem/Agua Fria district is $580, as shown in schedule GTM-13.

13

14

15

16

17

18

19

20

21

22

Q- What is Staff's recommendation for Fuel and Power Expense?

A.

A.

A. Staff recommends a $580 increase to Fuel and Power Expense to reflect the authorized

permanent increase in APS' rates, as shown in Schedule GTM-13.
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1 Operating Income Adjustment No. 3 - Customer Accounting (Bad Debt) Expense

Q, What is the Company proposing for Customer Accounting Expense?2

3

4

A. AAWC is proposing the test year recorded amount and pro forma amounts to reflect

customer annualization and increased postage expense for a total of $242,170. This

amount includes$79,959 for Bad Debt Expense.5

6

Q- Is the Company's proposed amount for bad debt expense consistent with its recent

experience?

No. The Company provided Staff a spreadsheet detailing its three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.51 percent of revenues. Applying the three-year average rate to Staff" s adjusted test

year revenues provides a normalized Bad Debt Expense of $43,651, or $36,308 less than

proposed by the Company.

Q. What is Staff recommending for Customer Accounting Expense?

Staff is proposing a decrease to Customer Accounting Expense by $36,308 from $242,170

to $205,862 to remove the excess Bad Debt Expense, as shown in Schedules GTM-11 and

GTM-14. Staff further recommends adoption of its Gross Revenue Conversion Factor

("GRCF") that includes a factor for Uncollectible expense, as shown in Schedule GTM-2.

Operating Income Anyustment No. 4 -- Water Testing Expense

Q, What is the Company proposing for Water Testing Expense,  a component of

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Miscellaneous Expense?

A.

A.

A.

AAWC is proposing water testing expense of $62,813, which is included the

Miscellaneous Expenses of $534,489 in the test year.
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Q. Does Staff agree with the Company's proposed amount?1

2

3

4

A. No. Staff has calculated the appropriate Water Testing Expense to be $80,596, or $17,783

higher than the Company's proposed amount.

Q. What is Staff's recommendation for Miscellaneous Expense?5

6

7

8

9

Staff recommends a $17,783 increase to Miscellaneous Expense, as shown in Schedule

GTM-11 and Schedule GTM-15.

Operating Income Aayustment No. 5 - Depreciation Expense

Q, What amount of depreciation expense is AAWC proposing?

A. AAWC is proposing depreciation expense of $3,830,808

10

11

12

13

14

Q. What are the components of the Company's proposed depreciation expense?

AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization of contributions in aid of construction.

Q_ How did AAWC calculate each component of its proposed depreciation expense?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

15

16

17

18

19

20

21

22

23

24

25

26

Q- Did Staff recompute the Company's depreciation expense?

A.

A.

A.

A. Yes. Staff recomputed depreciation expense based on Staffs recommended plant by

account and the depreciation rates proposed in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staffs calculation
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1

2

3

4

differs from the Company's due primarily to the use of Staff's recommended depreciation

rates in this proceeding and Staff's different allocation of the NWVRTF. Staff and the

Company reduced depreciation expense for the amortization of contributions-in-aid-of-

construction in accordance with the NARUC USOA.

Q- What is Staff's recommendation?

Staff recommends a $449,348 decrease in depreciation expense from $3,830,808 to

$3,381,460, as shown in Schedule GTM-11 and Schedule GTM-16.

Operating Income Adjustment No. 6 - Property Tax Expense

Q, What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $296,804 for test year property tax expense.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Q- How did the Company calculate property tax expense?

23

24

25

26

A.

A.

The Company's proposed property tax expense is calculated on a modified Arizona

Department of Revenue ("ADOR") methodology typically adopted by the Commission for

water and wastewater utilities. The results from using this methodology are primarily

dependent upon the test year and proposed revenues. In other words, for each revenue

requirement, there is a specific property tax expense in the same manner as each operating

income has a specific income tax expense. Although the results for this methodology are

frequently referred to as test year amount, in fact, the results are representative of the

average expected property tax over a subsequent three-year period based partially on

authorized revenues. The Company's calculation of proposed property taxes is static, thus

only representative of a specific proposed revenue level. Therefore, if the Commission

adopts any revenue requirement other than that proposed by the Company, the Company's

proposed property tax would not correspond with the adopted revenues.
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1

2

3

4

Q. Has Staff developed a solution to address the dependent relationship between

Property Tax expense and revenues?

5

6

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.

Q. What is Staff recommending for test year Property Tax expense?

Staff recommends $298,349 for test year property tax expense, a $1,545 reduction from

the Company's proposed amount, as shown in Schedule GTm-17.2 Staff further

recommends adoption of its GRCF that includes a factor for Property Tax expense, as

shown in Schedule GTM-2.

Operating Income Aryustment No. 7 - Income Tax Expense

Q, What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $1,020,813 for Test Year Income Tax Expense.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q- How did Staff calculate Test Year Income Tax Expense?

Staff calculated Test Year Income Tax expense by applying the statutory State and Federal

income tax rates to Staff' s adjusted test year taxable loss, as shown in Schedule GTM-2.

Since the Company files a consolidated tax return with other systems and the average and

A.

A.

A.

2 Schedule GTM-17 also shows calculations for Property TaX Expense for Staffs recommended revenue.
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1

2

marginal federal tax rates are 34 percent when federal taxable income is over $335,000,

Staff has assigned a 34 percent federal tax rate to the test year income.

3

4 Q- Did Staff make any adjustment to test year income tax expense?

5

6

Yes. Staffs adjustment reflects application of the statutory State and Federal income tax

rates to Staff" s taxable income, as shown in GTM-2 and GTM-10.

7

8 Q- What is Staff recommending?

9

10

Staff recommends a negative $729,769 Test Year Income Tax expense representing an

increase of $291,044, as shown in Schedule GTM-2 and GTM-18.

11

12

13

Operating Income Adjustment No. 8 - Rate Case Expense

Q. What did the Company include in rate case expense?

14

15

16

A. In its calculation of rate case expense, the Company included $12,500 for its "Expected

Unarnortized Balance as of 9/2010" of $37,500 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

17

18 Q- Please explain Staff's position.

19

20

Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion staff s

21

of unrecovered rate case expense from prior proceedings.

recommendation reflects "normalization" as opposed to "amortization" of rate case

22 expense.

23

24 Q. Please explain the technical distinction between normalization and amortization.

25 Normalization represents the anticipated average annual expense and the amount included

26

A.

A.

A.

A.

in test year expenses. The normalized level of expense is then updated in subsequent
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1

2

3

4

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.

Q. What does Staff recommend?

As shown in Schedule GTM-19, Staff recommends a decrease of $12,500 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.

am. RATE BASE - SUN CITY WASTEWATER

Rate Base Adjustment No. I - Comprehensive Planning Study Cost

Q. What is the Company proposing for Account No. 389600 Other Plant and

Miscellaneous Equipment?

5

6

7

8

9

10

13

14

15

16

17

18

19

20

AAWC is proposing its recorded balance of $12,242.

21

22

23

24

Q. Was the Comprehensive Planning Study conducted for the Sun City Wastewater

district?

A.

A.

A. No, the study was performed for the Sun City West district. Therefore, the costs should be

transferred to the proper district.
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1 Q What is Staff recommending

Staff recommends an adjustment decreasing Sun City account no. 389600 by $12,242, as

shown in Schedules GTM-4 and GTM-5. Staff is recommending a corresponding

adjustment to increase Sun City West account no. 360000 WW Collection Sewers Forced

by the same amount

7

8

Rate Base Adjustment No. 2 - Working Capital

Q Please describe the working capital adjustment to rate base

Working capital is a collective term that typically includes amounts for prepaid expenses

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-6

provides the calculation for Staffs recommended adjustment to the cash working capital

component. Staffs adjustment relates to the cash working capital component only

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base

22 Q Did the Company perform a lead-lag study and a computation of cash working

capital in this case

Yes. The Company's information supporting its cash working capital component is

shown in Schedule GTM-6
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1 Q- Was Staff able to use the Company's study to calculate cash working capital?

Yes.

Q. Does Staff agree with the lag-days in the Company's lead lag study?

2

3

4

5

6

A, With one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

7

8

9

10

13

Q- Please explain.

Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days, This reduction increases the

estimate of cash working capital needed by the Company.

Q. What does Staff recommend for the treatment of Bad Debt Expense?

Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, no corresponding expense

lag days. After excluding bad debt expense, the resulting expense lag-days for Customer

Accounting is 20.31 days.

Q. Does Staff have other concerns with the computation of cash working capital?

14

15

16

17

18

19

20

21

22

23

24

Yes.

Q- Please explain.

25

26

A.

A.

A.

A.

A. In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days
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are applied. Accordingly, Staff's calculation reflects Staffs recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense .

Q. Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base .

Q. Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash working capital computation.

Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

1

2

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. Did Staff prepare a schedule to present its lead-lag analysis?

A.

A.

A.

Yes. Schedule GTM-6 presents Staffs computation of cash working capital for the Sun

City Wastewater district and provides a comparison of the Staff-recommended total with

the Company's proposal.



Direct Testimony of Gary McMurry
Docket No. SW-01303A-09-0343, et al
Page 33

1 Q. What does Staff recommend?

2

3

4

Staff recommends cash working capital of $103,799, a $26,028 reduction from the

Company's proposed $129,827 amount, as shown for the Sun City Wastewater district in

Schedules GTM-4 and GTM-6.

5

6 Rate Base A¢Hustment No. 3 - Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q- How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of AWWC.

Q. Was Staff able to reconcile the two amounts?

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

No. Staff noted that the total used by the Company to calculate its allocations is

approximately $13.026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $12.689 million, a difference of approximately

$336,000.

Q. What does Staff recommend?

23

24

25

A.

A.

A.

A. Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staffs calculation of the

recommended amount is showll in Schedule GTM-7. Staff recommends a $1,777,183
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1

2

accumulated deferred income tax debit (addition to rate base), a $47,072 reduction from

the Company's proposed amount of $1,824,256

Rate Base Aayustment No. 4 - CIAC Associated with CWIP

Q. Please describe how CIAC (and AIAC) relate to plant in service and rate base.

A. CIAC and AIAC represent funds or plant provided to the Company by parties other than

investors. Typically, funds received as CIAC or AIAC are used to build plant which may

ultimately be in rate base. Plant that is used and useful for the provision of utility service

i s  a  component of  ra te base.  CIAC and AIAC are a l so components  of  ra te base.  As

components of rate base,  plant in serv ice di ffers  from CIAC and AIAC in that plant

increa ses  ra te  ba se  and  CIAC and  AIAC decrea se  ra te  ba se . P lant tha t  i s  under

construction (CWIP) is  normal ly not a component of the rate base calculation. Thus,

funds or plant received as CIAC or AIAC that are funding CWIP are included in the rate

base calculation while the CWIP is not included in the rate base calculation. Asa result,

the plant funded by CIAC or AIAC that is included in the rate base calculation may or

may not equal the CIAC and AIAC that has been received and is reflected in the rate base

calculation.

Q~ Please describe the Company's position.

The Company asserts that it has received CIAC related to plant that is not yet completed

(i .e., CWIP) and so not reflected in its rate base. The Company further states that since

CWIP is not an addition to rate base, the related CIAC should not be a reduction in the

rate base calculation.

3

4

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- Is the Company's position a departure from traditional ratemaldng practices?

A.

A.

Yes. The Comparly's position is a departure from traditional ratemaking practices.
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1 Q. Please explain.

According to the NARUC USOA account no. 271, CIAC includes:2

3

4

5

6

7

8

9

10

Any amount or item of money, services or property received by a util ity[,] ...
any portion of which is provided at no cost to the utility, which represents an
addition or transfer to the capital of the utility, and which is utilized to offset
the acquisition, improvement or construction costs of the uti l i ty's property,
f a c i l i t i e s  or  eq u i pment  u s ed  to  prov i de  u t i l i t y  s e rv i ce s  to  the  pu b l i c .
(Emphasis added) .

11

12

The Company has use of the funds or plant advanced or contributed by others, thereby

offsetting the need for investors to commit funds for utility facilities or equipment.

13

14

15

16

17

Further,  the NARUC Rate Case and Audit Manua13 instructs that the impact of such

contributions for raternaking i s  to "reduce the rate base as  a  source of non-investor

supplied capital." Accordingly, the Company's rate base should be reduced by the amount

of CIAC.

18

19 Q. Did the Company request similar treatment of CIAC associated with CWIP in its last

20 rate filing?

21

22

Yes. In the Company's last rate case, Decision No. 71410, the Commission rejected the

Company's proposed treatment.

23

24 Q. What does Staff recommend?

25

26

27

Staf f recommends that the CIAC the Company asserts  are associa ted wi th CWIP be

reflected in the CIAC balances used to calculate and properly reflect a reduction to rate

base. For the Sun City WW System, a $6,593 adjustment to increase CIAC is appropriate.

28

A.

A.

3 Rate Case and Audit Manual Prepared by NARUC Staff Subcommittee on Accounting and Finance (2003), p.22,
available at http://www.nawc.org/Publications/ratecase_manual.pdf

A.
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IX. OPERATING INCOME SUMMARY ... SUN CITY WASTEWATER

Operating Income A¢Hustment No. 1 - Fuel and Power Expense

Q, What is the Company proposing for Fuel and Power Expense?

A. The Company proposes $15,804 for Fuel  and Power Expense. The amount proposed

reflects an APS interim rate increase but not the permanent increase ultimately approved

by the Commission.

Q. Did the Company's provide Staff with an updated calculation that reflects APS'

permanent rate increase?

Yes. The Company prov ided updated schedu les  to ref l ect  the increase u l t imate ly

approved in the recent APS permanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $2,746.

Q- What is Staff's recommendation for Fuel and Power Expense?

Staff recommends a $2,746 increase to Fuel and Power Expense to reflect the authorized

permanent increase in APS' rates, as shown in Schedule GTM-12.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Operating Income A¢uustment No. 2 - Customer Accounting (Bad Debt) Expense

Q, What is the Company proposing for Customer Accounting Expense?

A. AAWC is proposing the test year recorded amount and pro forma amounts to ref lect

customer amluaIization and increased postage expense for a total  of $145,686. This

amount includes $58,430 for Bad Debt Expense.

A.

A.
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1

2

3

4

Q. Is the Company's proposed amount for bad debt expense consistent with its recent

experience?

5

6

No. The Company provided Staff a spreadsheet detailing its three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.13 percent of revenues. Applying the three-year average rate to Staff' s adjusted test

year revenues provides a normalized Bad Debt Expense of $7,558, or $50,872 less than

proposed by the Company.7

8

9

10

11

12

Q. What is Staff recommending for Customer Accounting Expense?

13

14

15

Staff is proposing a decrease to Customer Accounting Expense by $50,872, from

$145,686 to $94,814 to remove the excess Bad Debt Expense, as shown in Schedules

GTM-11 and GTM-13. Staff further recommends adoption of its GRCF that includes a

factor for Uncollectible expense, as shown in Schedule GTM-2.

Operating Income Adjustment No. 3 - Depreciation Expense

Q, What amount of depreciation expense is AAWC proposing?

A. AAWC is proposing depreciation expense of$679,999.

16

17

18

19

20

21

22

Q. What are the components of the Company's proposed depreciation expense?

A.

A.

A. AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization of contributions in aid of construction.
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1 Q. How did AAWC calculate each component of its proposed depreciation expense?

2

3

4

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

Q- Did Staff recompute the Company's depreciation expense?

Yes. Staff recomputed depreciation expense based on Staff ' s recommended plant by

account and the depreciation rates proposed in this proceeding. Staff  uses  the same

methodology as  the Company to ca lcu late depreciation expense. Staffs  ca lcu la t ion

differs from the Company's due primarily to the use of Staff" s recommended depreciation

rates in this proceeding. Staff and the Company reduced depreciation expense for the

amortization of CIAC in accordance with the NARUC USOA.

Q- What is Staff's recommendation?

Staff  recommends a  decrease in depreciation expense of $13l ,647,  from $679,999 to

$548,352.

Operating Income Aryustment No. 4 - Property Tax Expense

Q, What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $157,456 for test year property tax expense.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. How did the Company calculate property tax expense?

A.

A.

A.

A.

The Company 's  proposed property  tax  expense i s  ca l cu l a ted on a  modi f i ed ADOR

methodology typically adopted by the Commission for water and wastewater utilities. The

resu l ts  from using this  methodology are primari ly dependent upon the test year and

proposed revenues. In other words, for each revenue requirement, there is  a specif ic
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1

2

3

4

5

6

property tax expense in the same manner as each operating income has a specific income

tax expense. Although the results for this methodology are frequently referred to as test

year amount, in fact, the results are representative of the average expected property tax

over a subsequent three-year period based partially on authorized revenues. The

Company's calculation of proposed property taxes is static, thus only representative of a

specific proposed revenue level. Therefore, if the Commission adopts any revenue

requirement other than that proposed by the Company, the Company's proposed property

tax would not correspond with the adopted revenues.

7

8

9

10 Q- Has Staff developed a solution to address the dependent relationship between

Property Tax expense and revenues"

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q. What is Staff recommending for test year Property Tax expense?

Staff recommends $141,911 for test year property tax expense, a $15,545 reduction from

the Company's proposed amount as shown in Schedule GTM-15.4 Staff further

recommends adoption of its GRCF that includes a factor for Property Tax expense as

shown in Schedule GTM-2 and GTM-15.

A.

A.

4 Schedule GTM-15 also shows calculations for Property Tax Expense for Staffs recommended revenue.
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Operating Income Azyustment No. 5 - Income Tax Expense

Q. What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $310,869 for Test Year Income Tax Expense.

Q- How did Staff calculate Test Year Income Tax Expense?

Staff calculated Test Year Income Tax expense by applying the statutory State and Federal

income tax rates to Staff s adjusted test year taxable loss, as shown in Schedule GTM-2.

Since the Company files a consolidated tax return with other systems and the average and

marginal federal tax rates are 34 percent when federal taxable income is over $335,000,

Staff has assigned a 34 percent federal tax rate to the test year income.

Q- Did Staff make any adjustments to test year income tax expense?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

A. Yes. Staffs adjustment reflects application of the statutory State and Federal income tax

rates to Staff' s taxable income, as shown in GTM-2 and GTM-l0.

Q. What is Staff recommending?

Staff recommends an increase of $80,085 in Test  Year  Income Tax expense,  from

negative $310,869 to negative $230,784, as shown in Schedule GTM-2 and GTM-16.

15

16

17

18

19

20

21

22

23

24

Operating Income Adjustment No. 6 - Rate Case Expense

Q, What did the Company include in rate case expense?

A. In its calculation of rate case expense, the Company included $9,406 for its "Expected

Unamortized Balance as of 9/2010" of $28,218 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

A.

A.
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1 Q. Please explain Staff's position.

2 Consistent with past recommendations adopted by the Commission, Staff recommends

Staffs3

4

exclusion of l.l1'1II€COV€II€d rate case expense from prior proceedings.

recommendation reflects "normalization" as opposed to "amortization" of rate case

5 expense.

6

7 Q. Please explain the technical distinction between normalization and amortization.

8

9

10

11

12

13

14

15

16

17

18

Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.

19

20 Q. What does Staff recommend?

21

22

A.

A.

A. As shown in Schedule GTM-17, Staff recommends a decrease of $9,406 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.
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1 x. RATE BASE _ SUN CITY WEST WASTEWATER

Rate Base Aayustment No. I - North west Valley Regional Treatment Facility

Q. What does the Company propose with respect to the book value of the NWVRTF?

2

3

4 A. The Company proposes $l7,676,994, a 68 percent allocation, of the total book value of

the NWVRTF for the Sun City West Wastewater ("SCWWW") district.

Q. What is the basis for the Company's 68 percent allocation factor?

A. The Company used the same allocation percentage adopted in the prior rate case.

Q- On what basis was the allocation factor calculated in the prior rate case?

The allocation factor was based on the anticipated relative capacity demand between the

Agua Fria and Sun City West districts.

5

6

7

8

9

10

11

12

13

14

15

16

Q- Have the relative anticipated capacity demands between the two districts changed

since the prior rate case?

A. Yes. Accordingly, the allocation percentages should be updated to reflect the current

anticipated capacity demands. In the prior rate case, the allocation was 32 percent to

Anthem/Agua Fria and 68 percent to Sun City West. Staffs update allocates 28 percent

of the NWVRTF cost to Anthem/Agua Fria and 72 percent to Sun City West.

17

18

19

20

21

22

23

24

Q~ Did the Commission foresee and anticipate that the cost allocation factor would

change?

A.

A.

Yes. Commission Decision No. 70372, issued June 13, 2008, foresaw this possibility and

recommended that Staff revisit the cost allocation factor in the subsequent rate case.
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Q- What is Staff recommending?1

2

3

4

Staff recommends a $1,039,823 upward adjustment to reflect the four percent (72 percent

vs. 68 percent) higher cost allocation factor, as shown in GTM-5.

5

6

Rate Base A¢Hustment No, 2 - Cash Working Capital

Q. Please describe the working capital adjustment to rate base.

7

8

9

10

11

12

13

14

15

16

A. Working capital is a collective tern that typically includes amounts for prepaid expenses,

materials and supplies inventory, and cash working capital. Staff Schedule GTM-3 shows

the composition of the Company's working capital by component and Schedule GTM-6

provides the calculation for Staff' s recommended adjustment to the cash working capital

component. Staffs adjustments relate to the cash working capital component only.

The purpose of calculating cash working capital is to quantify the amount of cash that a

company needs to operate by analyzing the timing differentials between the period

required for revenues to be realized and collected and the periods between the date that an

expense is incurred and the date paid. A lead lag study summarizes the differences

between the collection of revenues and the payment of expenses and creates a cash

working capital amount which is added or subtracted from the Company's rate base.

Q- Did the Company perform a lead-lag study and a computation of cash working

capital in this case?

Yes. The Company's information supporting its cash working capital component is

shown in Schedule GTM-6.

Q. Was Staff able to use the Company's study to calculate cash working capital?

17

18

19

20

21

22

23

24

25

26

A.

A.

A. Yes.
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Q~ Does Staff agree with the lag-days in the Company's lead lag study?1

2

3

4

with one exception, Staff agrees with the number of lag-days proposed by the Company

for its lead lag computation.

5

6

7

8

9

Q- Please explain.

10

Staff does not agree with the Company's calculation of lag-days for its Customer

Accounting Expense group. In this group, the Company incorrectly includes Bad Debt

Expense. By including Bad Debt Expense in this line item calculation, the Company's

lead lag days is reduced from 20.31 days to 10.09 days. This reduction increases the

estimate of cash working capital needed by the Company.

Q. What does Staff recommend for the treatment of Bad Debt Expense?

Staff recommends that bad debt expense not be considered in the lead lag computation,

since bad debts have no associated cash outlay and, therefore, have no corresponding

expense lag days. After excluding bad debt expense, the resulting expense lag-days for

Customer Accounting is 20.31 days.

Q- Does Staff have other concerns with the computation of cash worldng capital?

Yes.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. Please explain.

A.

A.

A.

A.

A.

In addition to the number of lead lag days assigned to each line item, the computation of

cash working capital must reflect the adjusted value of expenses to which the lead lag days

are applied. Accordingly, Staff's calculation reflects Staff's recommended expenses, as

reflected in Schedule GTM-10, adjusted for the removal of Chemical Expense (dollars)

and Bad Debt Expense (dollars) included in Customer Accounting Expense.
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1

2

Q- Please explain the reasons to remove Chemical Expenses from the computation of

cash working capital.

3

4

5

6

7

8

9

For all systems in this docket, the amounts recorded as Chemical Expenses do not

constitute a direct cash expense. Instead, Chemical Expenses, as recorded by the

Company, represent issuances from the Company's materials and supplies inventory

which is already included in rate base as a separate component of the collective Working

Capital calculation. Hence, the inclusion of amounts recorded as Chemical Expenses in

the computation of the cash working capital component of the collective Working Capital

computation would result in the double counting of this item in rate base.

10

11 Q- Please explain the reasons to remove Bad Debt Expense from the Customer

Accounting Expense in the cash worldng capital computation.

Bad Debt expense does not represent a cash outlay like that experienced with other cash

expenses, rather, Bad Debt expense represents amounts not collected. The provision for

bad debt expense is included in rates and is collected on a timely basis from the paying

customers. For these reasons, Staff recommends that Bad Debt Expense not be considered

in the computation of cash working capital.

Q. Did Staff prepare a schedule to present its lead-lag analysis?

12

13

14

15

16

17

18

19

20

21

22

A.

A.

A. Yes. Schedule GTM-6 presents Staffs computation of cash working capital for the Sun

City West Wastewater district and provides a comparison of the Staff recommended total

with the Company's proposal.
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1 Q- What does Staff recommend?

2

3

4

A. Staff recommends cash working capital of $187,766, a $41,699 reduction from the

Company's proposed $229,465 amount, as shown for the Sun City West Wastewater

district in Schedules GTM-4 and GTM-6.

Rate Base Azyustment No. 3 - Accumulated Deferred Income Taxes

Q. What did the Company include in accumulated deferred income taxes?

A. The Company proposes to allocate the total accumulated deferred income taxes for

AAWC to each of its systems based on its four-factor allocation.

Q- How did Staff evaluate these items?

Staff reviewed the calculation of accumulated deferred income taxes by attempting to

reconcile the total amount subject to allocation to the amount reflected in the audited

financial statements of the AWW.

Q- Was Staff able to reconcile the two amounts?

A. No. Staff noted that the total used by the Company to calculate its allocations is

approximately 8313.026 million, while the accumulated deferred income tax receivable in

the Company's audited financials is $12,689 million, a difference of approximately

$336,000.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q. What doesStaff recommend?

A.

A.

Staff recommends using the accumulated deferred tax balance in the Company's audited

financial statements as the basis for allocation to the districts. Staff's calculation of the

recommended amount is shown in Schedule GTM-7. Staff recommends a $1,211,058
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1

2

3

4

accumulated deferred income tax debit (addition to' rate base), a $32,077 reduction from

the Company's proposed amount of $l,243,135.

Rate Base Azyustment No. 4 - Comprehensive Planning Study Cost

Q.

A. No. A discussion above explains that the Company errantly recorded the comprehensive

planning study costs in the Sun City division instead of the Sun City West Division.

Did the Company record the Comprehensive Planning Study in the correct division?5

6

7

8

9

10

Q- What is Staff recommending?

11

Staff recommends an increase of $12,242 to Sun City West account no. 360000 to reflect

this transfer.

Rate Base Adjustment No. 5 .- Accumulated Depreciation

Q. What did the Company include in accumulated depreciation?

A. The Company proposes $19,183,739 in accumulated depreciation.

Q. Does Staff agree with the Company's proposal?

A. No. In rate base adjustment number one, Staff recommends transferring $1,039,823 in

plant from Anthem/Agua Fria to Sun City West. The accumulated depreciation associated

with these assets should also be transferred.

Q- What does Staff recommend?

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.

A. Staff recommends transferring $630,244 in accumulated depreciation from the

Anthem/Agua Fria district to the Sun City West district, as shown in Schedule GTM-9.
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XI. OPERATING INCOME SUMMARY -. SUN CITY WEST WASTEWATER

Operating Income Adjustment No. I - NWVR TF Operating Expense

Q, What is the Company proposing for NWVRTF operating expenses?

A. The Company proposes an amount that represents 68 percent of the NWVRTF expenses

that the Sun City West Wastewater district shares with the Anthem/Agua Fria Wastewater

district.

Q- What is the basis for the Company's 68 percent allocation factor?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

As discussed above in Staff rate base adjustment no. 1, the 68 percent allocation for Sun

City West Wastewater is the percentage adopted in the prior rate case based on the

anticipated relative capacity demand between the Agua Fria and the Sun City West

districts. Staff has updated the expected relative capacity demands to 28 percent for

Anthem/Agua Fria and 72 percent for Sun City West.

Q- relative capacity demand the preferred method for allocating all NWVRTF

expenses?

Is

No. Staff concludes that capacity demand is the appropriate basis for allocating fixed

costs, however, variable costs are more appropriately allocated based on the relative test

year treatment flows for the two districts. For purposes of this allocation, Staff recognized

purchase power and chemical expense as variable expenses. Staffs variable allocation

factors are 14 percent for the Anthem/Agua Fria district and 86 percent for Sun City West

district.

15

16

17

18

19

20

21

22

23

24

25

26

Q. What does Staff recommend?

A.

A.

A.

Staff recommends transferring $233,354 of the proposed NWVRTF operating expenses

from the Anthem/Agua Fria WW district and to Sun City West district.
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I

1 Operating Income Aauustment No. 2 -Power Expense

Q. What is the Company proposing for Fuel and Power Expense?2

3

4

5

6

A. The Company proposes $385,512 (including NWVRTF) for Fuel and Power Expense.

The amount proposed reflects an APS interim rate increase but not the permanent increase

ultimately approved by the Commission.

Q. Did the Company's provide Staff with an updated calculation that reflects APS'

permanent rate increase?

A. Yes. The Company provided updated schedules to reflect the increase ultimately

approved in the recent APS permanent rate case. The updated spreadsheet indicates that

the Fuel and Power Expense is expected to increase by an additional $29,239.

7

8

9

10

11

12

13

14

Q. Does Staff agree with the $29,239 additional power annualization to reflect the APS

rate increase?

Staff agrees that the amiualization results in a $29,239 increase in power cost. Staff has

recognized this additional cost in its analysis. In addition, a portion of the power

annualization adjustment related to the NWVRTF is transferred to the Sun City West

wastewater district as a result of Staffs updated allocation. The net increase to the

Anthem/Agua Fria district is $l47,515, as shown in schedule GTM-13.

15

16

17

18

19

20

21

22

23

Q. What is Staff's recommendation for Fuel and Power Expense?

A.

A. Staff recommends a $147,515 increase to Fuel and Power Expense to reflect the

authorized permanent increase in APS' rates, as shown in Schedule GTM-13.
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Operating Income Aayustment No. 3 - Customer Aeeounting (Bad Debt Expense

Q. What is the Company proposing for Customer Accounting Expense?

A. AAWC is proposing the test year recorded amount and pro forma amounts to ref lect

customer annual ization and increased postage expense for a total  of $123,968. This

amount includes $57,211 for Bad Debt Expense.

Q- Is the Company's proposed amount for bad debt expense consistent with its recent

experience?

No. The Company provided Staff a spreadsheet detai l ing i ts three-year experience for

Bad Debt Expense. In this schedule, the Company indicates that Bad Debt Expense is

0.03 percent of revenues. Applying the three-year average rate to Staff ' s adjusted test

year revenues provides a normalized Bad Debt Expense of $l ,602, or $55,609 less than

proposed by the Company.

Q- What is Staff recommending for Customer Accounting Expense?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Staff is proposing a decrease to Customer Accounting Expense by $55,609 from $123,968

to $68,359 to remove the excess Bad Debt Expense, as shown in Schedules GTM-11 and

GTM-14. Staff further recommends adoption of i ts  GRCF that includes a factor for

Uncollectible expense, as shown in Schedule GTM-2.

Operating Income A¢§ustment No. 4 - Wafer Testing Expense

Q, What is the Company proposing for Water Testing Expense, a component of

Miscellaneous Expense?

22

23

24

25

A.

A.

A.

AAWC i s  propos i ng  wa te r  t e s t i ng  expense  of  $ 0  whi ch  i s  t yp i ca l l y  i nc l u ded  the

Miscellaneous Expenses that total $138,620 in the test year.
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Q- Does Staff agree with the Company's proposed amount?1

2

3

4

No. Staff has recalculated the Water Testing Expense to be $13,196, or $13,196 higher

than the Company's proposed amount.

5

6

Q- What is Staff recommendation for Miscellaneous Expense?

Staff recommends a $13,196 increase to Miscellaneous Expense, as shown in Schedule

GTM-11 and Schedule GTM-15.

Operating Income Adjustment No. 5 - Depreciation Expense

Q. What is the Company proposing for Depreciation expense?

A. The Company is proposing depreciation expense of $1,238,799

Q. What are the components of the Company's proposed depreciation expense?

AAWC proposes depreciation expense consisting of test year depreciation expense plus

pro forma adjustments to recognize depreciation on post test year plant additions less the

amortization of CIAC .

Q. How did AAWC calculate each component of its proposed depreciation expense?

The Company calculated test year depreciation expense by multiplying the original cost of

its depreciable test year plant in service by the depreciation rates approved in the prior rate

proceeding.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q. Did Staff recompute the Company's depreciation expense?

A.

A.

A.

A.

A. Yes. Staff recomputed depreciation expense based on Staff' s recommended plant by

account and the depreciation rates proposed in this proceeding. Staff uses the same

methodology as the Company to calculate depreciation expense. Staffs calculation
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1

2

differs from the Company's due primarily to the use of Staffs recommended depreciation

rates in this proceeding and Staff's different allocation of the NWVRTF. Staff and the

Company reduced depreciation expense for the amortization of CIAC in accordance with

the NARUC USOA.

Q. What is Staff recommending?

Staff recommends $1,350,100 for Depreciation expense, an $111,301 increase from the

Company's proposed amount, as shown in Schedule GTM-16.

Operating Income Adjustment No. 6 - Property Tax Expense

Q, What is the Company proposing for Test Year Property Tax Expense?

A. AAWC is proposing $135,172 for test year property tax expense.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- How did the Company calculate property tax expense?

A.

A.

The Company's proposed property tax expense is calculated on a modified ADOR

methodology typically adopted by the Commission for water and wastewater utilities. The

results from using this methodology are primarily dependent upon the test year and

proposed revenues. In other words, for each revenue requirement, there is a specific

property tax expense in the same manner as each operating income has a specific income

tax expense. Although the results for this methodology are frequently referred to as test

year amount, in fact, the results are representative of the average expected property tax

over a subsequent three-year period based partially on authorized revenues. The

Company's calculation of proposed property taxes is static, thus only representative of a

specific proposed revenue level. Therefore, if the Commission adopts any revenue

requirement other than that proposed by the Company, the Company's proposed property

would not correspond with the adopted revenues.
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1 Q- Has Staff developed a solution to address the dependent relationship between

Property Tax expense and revenues"2

3

4

5

6

7

8

9

10

11

Yes. Staff has included a factor for property taxes in the GRCF (see Schedule GTM-2)

that automatically adjusts the revenue requirement for changes in revenue in the same way

that income taxes are adjusted for changes in operating income. This flexible method will

accurately reflect Property Tax expense at any authorized revenue level. This refinement

removes the need to include proposed revenues in the calculation of test year Property Tax

expense and allows for accurate calculation of Property Tax expense at the test year

revenue level.

Q- What is Staff recommending for test year Property Tax expense?

Staff recommends $135,261 for test year property tax expense, an $89 increase from the

Company's proposed amount, as shown in Schedule GTM-17.5 Staff further recommends

adoption of its GRCF that includes a factor for Property Tax expense, as shown in

Schedule GTM-2.

Operating Income Adjustment No. 7 - Income Tax Expense

Q. What is the Company proposing for Test Year Income Tax Expense?

A. AAWC is proposing negative $52,682 for Test Year Income Tax Expense.

12

13

14

15

16

17

18

19

20

21

22

23

24

Q. How did Staff calculate Test Year Income Tax Expense?

Staff calculated Test Year Income Tax expense by applying the statutory State and Federal

income tax rates to Staff" s adjusted test year taxable loss as shown in Schedule GTM-2.

Since the Company tiles a consolidated tax return with other systems and the average and

A.

A.

A.

5 Schedule GTM-17 also shows calculations for Property Tax Expense for Staff's recommended revenue.
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marginal federal tax rates are 34 percent when federal taxable income is over $335,000

Staff has assigned a 34 percent federal tax rate to the test year income

4 Q Did Staff make any adjustments to test year income tax expense

5 A Yes. Staff' s adjustments reflects application of the statutory State and Federal income tax

rates to Staff" s taxable income, as shown in GTM-2 and GTM-10

8 Q What is Staff recommending

9 A Staff recommends a negative $121,353 Test Year Income Tax expense representing an

increase of $174.035, as shown in Schedule GTM-2 and GTM-18

12

13

Operating Income A¢Hustment No. 8 - Rate Case Expense

Q What did the Company include in rate case expense

14

15

16

A. In its calculation of rate case expense, the Company included $9,406 for its "Expected

Unamortized Balance as of 9/2010" of $28,218 to be recovered over three years, along

with the estimated rate case expense of the instant proceeding.

17

18 Q- Please explain Staff's position.

19

20

Consistent with past recommendations adopted by the Commission, Staff recommends

exclusion of unrecovered Staff" s

21

rate case expense from prior proceedings.

recommendation reflects "normalization" as opposed to "amortization" of rate case

22 expense .

23

24 Q. Please explain the technical distinction between normalization and amortization.

25

26

A.

A.

Normalization represents the anticipated average annual expense and the amount included

in test year expenses. The normalized level of expense is then updated in subsequent
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1

2

3

4

5

6

7

8

proceedings and included as test year expense in the future proceeding with no

consideration of unrecovered amounts associated with activity in the prior case. In

contrast, amortization relates to the systematic recovery of an asset, or in the case of

CIAC, amortization is the systematic disposition of the cost free funds or property

received. In accounting terms, assets and CIAC are balance sheet, or permanent, accounts

with balances that carry over from prior years, therefore, unamortized asset and CIAC

balances are eligible for consideration in future rates. In contrast, normalized expenses are

operating income, or temporary, accounts which are closed out each year and not eligible

for consideration in future rates.9

10

11 Q. What does Staff recommend?

12

13

As shown in Schedule GTM-19, Staff recommends a decrease of $9,406 to Rate Case

Expense for the amount that the Company proposes to include from prior proceedings.

14

15 Q- Does this conclude your direct testimony?

16

A.

A. Yes, it does.
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Schedule GTM-1

REVENUE REQUIREMENT

LINE
n o. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI)

$ 47,735,732

$ (191 Jes)

-0.40%

8.53%

$ 47,735,732

$ (191,785)

-0.40%

3.53%

$

$

44,359,326

169,900

0.38%

7.20%

$

$

44,359,326

169,900

0.38%

7.20%4

5 $

$

$

$

$

$6

Required Rate of Return

Required Operating Income (L4 * LI)

Operating Income Deficiency (Ls - L2)

Gross Revenue Conversion Factor

$

$

4,071 ,858

4,263,643

1 .6561

4,071,858

4,263,643

1 .6561

3,193,871

3,023,971

1.5561

3,193,871

3,023,971

1,65617

8 $ $ 7,060,837

9 $

$

$

$10

7,060,837

$ 8,637,123

$ 15,697,960

81.75%

$ 8,637,123

$ 15,697,960

81,75%

8,637,123

13,645,229

57.98%11

12

Required Revenue Increase (L7 * Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (La + LE)

Required Increase in Revenue (0/,)

Rate of Return on Common Equity (%) 12.25% 12.25%

8,637,123

13,645,229

57.98%

10.20% 1020%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10



Staff Recommended
Anthem

Agua Fria
$
$
$

13,645,229
9,280,153
1,330,780

$ 3,034,297
6.9680%

$
$
$

211,430
2,822,867

959,775
1,171,205$

Test Year
Anthem
Agua Fria

8,637,123
9,196,992
1 ,330,7B0

$
$
$
$ (1,890,649)

6.96B0%
$
$
$

(131,740)
(1,758,909)

(598,029)
$ (729,769)

Anthem AF
$ 44,359,326

3.0000%
$ 1 ,330,780
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Schedule GTM-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D)LINE
no. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor'
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)

Subtotal (Ls - L4)
Revenue Conversion Factor (L1 I Ls)

100.0000%
0.3131 %

99.5869%
39.3053%
S0.3815%
1.656135

10000D0%
38.5989%
51 .4011 %

0.5100%

7
8
9
10
11

Calculation of Uncollecttible Factor:
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB )
Uncollectible Rate
Uncollectible Factor (Ls * L10 ) 0.3131%

100.D000%
6.9680%

93.D320%
34.0000%
31 .6309%

12
13
14
15
16
17

Calculation of Effective Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 38.59B9%

100.0000%
3B.59B9%
61 .4011%

1.1505%
0.7064%

18
19
20
21
22
23

Calculation of Effective Pronertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-16, L24)
Effective Property Tax Factor (L20'L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.3053%

$
$

3,193,871
169,900

24
25
26

Required Operating Income (Schedule GTM-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GTM-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 3,023,971

$
$

1,171,205
(729,769)

27
28
29

Income Taxes on Recommended Revenue (Col. (D), L45)
Income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 1,900,974

$ 5,008,106
0,5100%

30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (L30 ' _31) $ 25,541

$
s

355,988
298,349

33
34
35

Property Tax with Recommended Revenue (GTM-17, Col B, L20)
Property Tax on Test Year Revenue (GTM-17, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L33-L34) $ 57,620

36 Total Required Increase in Revenue (L26 + L29 + L32 + Las) $ 5,008,106

(A) (D)

37
38
39
40
41
42
43
44
45

Calculation of Income Tax:
Revenue (Sch GTM-10, COI.(C) Ls, GTM-1, Col. (D). L10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L54)
Arizona Taxable Income (L37 - L38 - L39)
Arizona State Income Tax Rate
Arizona Income Tax (L40 x L41)
Federal Taxable Income (L40 - L42)
Total Federal income Tax
Combined Federal and State Income Tax (L42 + L44)

46 Effective Tax Rate 34.0000%

47
48
49

Calculation of Interest Svnchronization:
Rate Base (Schedule GTM-3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L4B)

/
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Schedule GTM-3

RATE BASE I ORIGINAL COST

(B)

LINE

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

AS
ADJUSTEDno.

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ 131,361,186
22,837,366

$ 108,523,820

$

$

(2,878,460)
(630,244)

(2,248,216)

$ 128,482,726
22,207,122

106,275,604$

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 14,883,541
1 ,054,390

13,829,151

$ 988,900

988,900

$ 15,872,441
1,054,390

14,818,051

7 Advances in Aid of Construction (AIAC) 48,273,364 48,273,364

8 Imputed Reg AIAC

9 Imputed Reg CIAC 143,475 143,475

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD.'

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

(112,206)

(27,084)

13 Supplies Inventor

173,460

1 ,022,537

2,495

44,740

75,382

14 Prepayments

15 Deferred Debits

285,666

1 ,049,621

2,495

44,740

75,382

16 Purchase Wastewater Treatment Charges

Rounding

17 Original Cost Rate Base

(2)

$ 47,735,732 $ (3,376,406)

(2)

$ 44,359,326

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)



ARlZONA~AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

LINE
no

AccT
no DESCRIPTION

[A]
COMPANY
AS FILED

15]
NWVRTF

ADJ #1

[Cl
Venrado
ADJ #2

[D]
Cash Working

ADJ #3

[E]
Deferred Inc, Taxes

ADJ #4

[E]
CIAC in CWIP

ADJ #5

[F]
Acc um Depr

ADJ #6

[G]
Generator Tmsfr

ADJ #7

IH]
STAFF

ADJUSTED

PLANT /N SERVICE
11,726 $ 11,726

25,424 25,424

60,471
8,352

29,267

60,471
8.352

29,267

(547,937) (487,000)

487,000

(158,135)

495,058
353,370
1431036

210471885
6,607,035

1016221274
1361851

217291254
4616411273

181 ,571
5.195.971

4901498
310621054
213231742

e,z1s
218391300

10,086,969
318651949

3,041
2,572,930

11,848,060
772,399

1,113,21 e
8451799
1431294

181743
6571626
7241631

1,024,024

(11132,564)

495,058
353,370
143,036

2,047,585
5,572.098

10,622,274
623,851

2,729,254
46,641 ,273

181,571
6,195,971

490,495
3,062,054
2,165,606

6,216
1,706,736

10,086,969
3,865,949

s,041
2,572,930

11,848,050
772,399

1,113,215
845,799
143,294

18,743
G57,626
724,631

1,024,024

31,682 31,682

16,453
48,048

1 ,028,920
2,1344843

16,453
48,048

1 ,028,920
2,134,843

304100 Struck & Imp SS
304200 Strict & Imp P
304510 Struck & Imp AG Capital Lease
304600 Struck & Imp Offices
304620 Struck & Imp Leasehold
304800 Strut & Imp Misc
307000 Wells & Springs
340100 Office Furniture & Equipt
304200 Computer & Periph Equip
340300 Computer Software
340330 Comp Software Other
340500 Other Office Equipt
341100 Trans Equip Lt Duty Trucks
341200 Trans Equip Hay Duty Trucks
341400 Trans Equips Other
343000 Tools, Shop, Garage Equip
344000 Laboratory Equipment
346100 Comm Equip Non-Telephone
346200 Comm Equip Telephone
346300 Comm Equip Other
346700 Misc Equipment
351000 WWWOrganization
352000 WW Franchises
353200 WW Land & Ld Rights COll
353500 WW Land & Ld Rights Gen
39200 WW Struct & Imp Coll
354400 WW Strict s. Imp TDP
354500 WW Struck & imp Gen
355500 WW Pwr Gen Equip RWTP
360000 WW Collection Sewers Forced
361100 WW CcIIecting Mains
362000 WW Special Coll Strict
363000 WW Service Sewer
364000 WW Flow Measuring Devices
370000 ww Receiveing Wells
371100 WW Pump Equip Elem(
371200 WW Pump Equip Other Pwr
380000 WW TD Equipt
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sea Tanks/Acc
380200 WW TD Equip Sldge/Eff Rmv
380250 WW TD Equip Sludge Dig Tank
380300 WW TD Equip Sludge Dry Filter
380400 WW TD Equip Aux Elfl Trmt
380500 WW TD Equip Chem Trmt Plt
380600 WW TD Equip om Disk
380625 WW TD Eauip Gen Tmt
380650 WW TD Equip Influent Lift S
381000 WW Plant Sewers
382000 WW Outfall Sewer Lines
389100 WW Oth PI( bi Misc Equip Inf
389600 WW om Plt & Misc Equip
390000 WW Office Furniture & Equip
391000 WW Trans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop & Garage Equip
394000 WW Laboratory Equipment
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WW Misc Equipment
398000 W\N Other Tangible Equipment 169,085 169,085

s s

154936 15,936

4.162
92,919
40,360

146,548
3.768

4,162
92,919
40,360

146,548
3,765

1
2
3
4
5
6
7
a
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
35
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
GO
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
BE

Allocated From Corp to Districts (SLM~1)
303600 Land & Land Rights AG
304510 Strict & Imp AG Cap Lease
304600 Struck a Imp Offices
304800 Struck & Imp Misc
304620 Struck & Imp Leasehold

3310001 Mains
339600 Other PlE CPS
340100 Office Furniture & Equip
340200 Comp & Periph Equip
340300 Computer Software
340330 Computer Sofwvare Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trucks
343000 Tool Shop & Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346200 Communication Equip Telephone
346300 Communication Equip Other
347000 Misc Equipment
3B0400 WW TD Equip Aux Eff Tmt
393000 WW Tool Shop & Garage Equip

14,995
1,156

395

14,995
1,156

395



ARIZONA~AMERlCAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-08-0343
Tes! Year Ended December 31, zoos

Schedule GTM-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

LINE
no

AccT.
no. DESCRIPTION

[A]
COMPANY
AS FILED

[Bl
NWVRTF
ADJ #1

( q
Verrado
ADJ #2

[D]
Cash Wonning

ADJ #3

[El
Deferred Inc Taxes

ADJ #4

[E]
cIAo in cwlp

ADJ #5

[F]
Acc um Depr

ADJ #6

[GI
Generator Trnsfr

ADJ #7

[H]
STAFF

ADJUSTED

Allocation of 32 % of NWVTP (LJG-3)
417

144,900
6,639

880,759
309,844

(52)
(18,113)

(830)
(110,095)

(38,731)

365
126,788

5,809
770,664
271 ,114

511 ,449
2,545

(63,931)
(318)

447,518
2,227

35,134
165.708

8,285
1,760

(4,392)
(20,714)

(1,036)
(220)

30,742
144,995

7,249
1 ,540

129,472
118

673,966
352,780

1,717.913
16,730
22,897

1,929,814
a,1a1

410,850
649

332,677
253,425

23,045
5.251

37.568
6,197

(16,184)

(15)
(84,246)
(44,097)

(214,739)
(2,091)
(2,862)

(241 ,227)
(1 ,023)

(51 l356)

(81)
(41,585)
(31,678)

(2,881)

(655)
(4,696)

(775)

113,288
103

589,720
308,683

1,503,174
14v639
20,035

1,688,587
7.158

359,494
56B

291,092
221,747

20,164
4,595

32,B72
5,422

352000 WW Franchises
353200 WW Land & Ld Rights CQII
353500 leAN Land & Ld Rights Gen
354200 WW Struct e. Imp Coll
354300 WW Struck & Imp SPP
355400 WW Struck & Imp TDP
354500 WW Struck & Imp Gen
355200 WW Pwr Gen Equip Coll
355300 WW Pwr Gen Equip SPP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coll Struck
363000 WW Services Sewer
364000 WW Flow Measuring Devices
370000 WW Receiving Wells
371100 WW Pump Equip Elect
371200 WW Pump Equip Other Pwr
380000 WW TD Equipment
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sad Tanks/Acc
380200 WW TD Equip Sldge/Eff Rmv
380250 WW TD Equip SldgeDig Tnk
380300 WW TD Equip Sidge Dry/Fit
380350 WW TD Equip Sec Trmt File
380400 WW TD Equip Aux Effl Trmt
380500 WW TD Equip Chem Tom( Pint
380600 WW TD Equip Other Disp
380625 WW TD Equip Gen Trmt
380650 WW TD Equip Influent Lift S
381000 WW Plant Sewers
382000 WW Outfall Sewer Lines
389100 WW om Plnt & Misc Equip Inf
389600 WW Oth Plrlt 8\ Misc Equip
390000 WW office Furniture 8 Equip
390200 WW Computers & Peripheral
390300 WW Computer Software
391000 WW Trans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop a Garage Equip
394000 WW Labortory Equip
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WW Misc Equipment

53,781
6,449

20,152
76,641
3,606

39,753
31 ,584

4.145
71 ,104
22,396

(6,723)
(806)

(2,519)
(9,580)

(451 )
(4,969)
(3,948)

(518)
(8,888)
(2,800)

47,058
5,643

17,633
67.061

3,155
34,754
27,636

3,627
62,216
19,597

Post Test Year Plant Additons
Additional Costs as at 5/15/2009

354400 WW Struct & Irrupt TDP
370000 WW Receiving Wells
371100 WW Pump Equip Elect
380000 WWTD Equipment
380350 W W TD Equip Sec Trmt Filter

18,626
548,541

15

150

384691

1B,626
548,541

15
150

38,691

Rounding <2) (2)

Total Plant in Service 131,361,185 (1 ,oas,a2a) (1 ,83BIG37) 128,482,725

Accumulated Depreciation
Ne! Plant in Service (L58 . L 59)

22,837,366
s 108,523,519 s (1,039,823) s (1,838,637) s s s s

(630,244)
630,244 s s

22,207, 122
106,275,603

s s s s 988,960 s $ ss 14,883,541
1,054,390

13,829,151
48,273,364

9BB,9D0

15,872,441
1,054,390

14,818,051
48,273,364

143,475 143,475

(112,206) 173,460
1,022,537

285,666
1 ,049,621 (27,084)

2.495
44,740

2,495
44,740

87
BB
BE
90
91
92
93
94
95
96
97
98
99

100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
125
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145

146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165

LESS:
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net c\Ac (Les . Let)

Advances in Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Accumulated Deferred Income Tax Credits
Customer Meter Deposits

ADDI
Working Capital Allowance
Accumulated Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base

75,382

(1)
$ 47,735,732 s (1.0s9,a28 $ (1,83B,637) s (112,206) s (27,D84l. s 855,90 s  630,244 $ $

75,382
( t )

44,359,326



ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-5

RATE BASE ADJUSTMENT # 1 . NW VALLEY REGIONAL TREATMENT FACILITY

[B] [C]
STAFF

AS
ADJUSTED

LINE
no.

ACCT
no. Description

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

417
144,900

6,639
880,759
309,B44

(52)
(18,113)

(830)
(110,095)
(38,731)

365
126,788

5,809
770,664
271,114

511,449
2,545

(63,931)
(318)

447,518
2,227

35,134
165,708

8,285
1,760

(4,392)
(20,714)
(1,036)

(220)

30,742
144,995

7,249
1 ,540

WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struct & Imp Coll
WW Struct & Imp SPP
WW Struct & Imp TDP
WW Struck & Imp Gen
WW Pwr Gen Equip Coll
WW Pwr Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struct
WW Services Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sldge/Eff Rmv
WW TD Equip SldgeDig Tnk
WW TD Equip Sldge Dry/Fit
WW TD Equip Sec Trmt Filt
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plnt
WW TD Equip Other Disk
WW TD Equip Gen Trmt
WW TD Equip Int'luent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plot & Misc Equip Inf
WW Oth Plnt gt Misc Equip
WW Office Furniture & Equip
WW Computers & Peripheral
WW Computer Software
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Labortory Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment

129,472
118

673,966
352,780

1,717,913
16,730
22,897

1,929,814
a,181

410,850
649

332,677
253,425

23,045
5,251

37,568
6,197

(16,184)

(15)
(84,246)
(44,097)

(214,739)
(2,091)
(2,862)

(241 ,227)
(1 ,023)

(51 ,356)

(81)
(41,585)
(31,678)

(2,881)
(656)

(4,696)
(775)

113,288
103

589,720
308,683

1,503,174
14,639
20,035

1,688,587
7,158

359,494
568

291,092
221,747

20,164
4,595

32,872
5,422

53,781
6,449

20,152
76,641

3,606
39,753
31,584
4,145

71,104
22,396

8,318,584

(6,723)
(806)

(2,519)
(9,580)

(451)
(4,969)
(3,948)

(518)
(8,888)
(2,800)

(1 ,039,B23)

47,058
5,643

17,633
67,061
3,155

34,784
27,636
3,627

62,216
19,597

7,278,761

1 352000
2 353200
3 353500
4 354200
5 354300
6 355400
7 354500
8 355200
9 355300

10 360000
11 361100
12 362000
13 363000
14 364000
15 370000
16 371100
17 371200
18 380000
19 380050
20 380100
21 380200
22 380250
23 380300
24 380350
25 380400
26 380500
27 380600
28 380625
29 380650
30 381000
31 382000
32 389100
33 389600
34 390000
35 390200
36 390300
37 391000
38 392000
39 393000
40 394000
41 395000
42 396000
43 397000
44
45
46

47 Cost Allocation Percentage
48 Sun City West
49 Anthem Agua Fria

Prior
68%
32%

Current
72%
2B%

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM- 6

RATE BASE ADJUSTMENT # 2 - VERRADO WWTF ADJUSTMENT

[B] [C]

AcctLINE
n o .

1
2
3
4
5
6
7
8
9

10
11

DESCRiPTION
WW Struck & Imp TDP
W W  Pump Equip Elect
WW TD Equip
WW TD Equip Grit Remov
WW Equip Sed /Tanks Acc
WW TD Equip Sldge Dig Tnk
WW TD Equip Sec Trmt Fil
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plt
WW Communication Equip
WW Recevirig Wells

354400
371100
380000
380050
380100
380250
380350
380400
380500
396000
370000

$
$
$
$
$
$
$
$
$
$
$

[A]
Company
Proposed
AM OU NT

5,374,047
409,283

1 ,%4,399
527, 158

1 ,797,750
532,857
581 ,647
649,801
48,465

410,498
351 ,452

S

AMOUNT STAFF
EXCLUDED RECOMMENDED

(547,937) $ 4,826,110
(158,136) 251,147

(1 ,132,564) 831 ,745
- 527,158
- 1 ,797,750
- 532,857
.. 581 ,647
.. 649,801
- 48,465
- 410,498
- 351 ,452

12 Verrado Grand Total Phase II $ 12,647,357 $ (1 ,838,637) 10,808,630

REFERENCES:
Columns [A]: Company Schedules
Column [B]: GTM Testimony
Column [C]: Column A - Column B



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-7

RATE BASE ADJUSTMENT # 3 . WORKING CAPITAL

[A] [B] [D] [El

LINE
no . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$ $ (17,587)
(1 ,878)

(58,356)
(303,374)

$ 1,317,691
1,490

220,308

$ 15,812,290
78,282

5,168,423

(6,054)
(54)

12.000
52.523
23.460
14.634
26.899
14.772

(13,704)
(2388)
10.089
20.310

5,355,377
22,481 ,493
(5,434,1'/3)

(524,932)
954,105

3,075,827

1,335,278
3,368

278,664
303,374
199,095

1 ,528,005
396,599
221,640

94,566
242,170
84,483

534,489
246,204
166,636

(90,726)
(883)

9,783
(8,143)

199,095
1,521,951

396,545
221,640
94,566

151,444
83,600

544,272
240,061
166,636

18.239
18.239
30.000

9,926,877
4,378,430
4,999,080

59,164 191.371
13.346
30130
106.25

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expenses

Taxes
General Taxes-Property Taxes
General Taxes-Other
Income Taxes
interest Sync
Total Operating Expenses $

296,804
87,538

(1,020,813)
1,432,072
6,430,172 $

2,343,578
(101,292)

1,825,278 $

355,968
87,535

1 ,322,865
1 ,330,780
8,256,450 $

68,122,153
1,168,300

39,857,922
141,395,352
316,814,805

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capital
Company As Filed
Staff Adjustment - Reduction to WC

Line 20, Col. (E) I Col [C]
Company Workpapers
Line 24 - pa
Line 20, Col C
Line 25 " Line 26/365 day
Co Schedule B-5
To GTM-4

38,37
45.04
7,67

8,256,450
173,460
285,666

(112,206)

References;
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]; Column [A] + Column [B]
Column [D]: Expense Lags Used on DocketWS-01303A-06-0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY e ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01308A-09-0343
Test Year Ended December 31, 2008

Schedule GTM - 8

RATE BASE ADJUSTMENT #4 . ACCUMULATED DEFERRED INCOME TAXES

[B] [C]
STAFF

AS
ADJUSTED

tAl
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

LINE
n o .

1
2
3

DESCRIPTION
Deferred Income Taxes
Allocation Factor
Staff Adjustment

$ 13,025,093
8.06%

1 ,049,G22

$ (336,093)
8.06%

(27,084)

$ 12,689,000
8.06%

1 ,022,538

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A]_ [B] & [C], Line 2: Allocation rate to this system
Column [C], Line 1: Allowable amount per audited financial statements times allocation rate
Column [A], [B] & [C], Line 3: Recalculated amounts



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-9 A

RATE BASE ADJUSTMENT # 5 . CIAC ASSOCIATED WITH CWIP

LINE ACCT
NO. n o .

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Contributions in Aid of Construction (CIAC) $

[A]
COMPANY
PROPOSED

14,883,541 $ 988,900 $ 15,872,441

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-g B

RATE BASE ADJUSTMENT # 6 .. ACCUMULATED DEPRECIATION (NWVRTF)

LINE ACCT
no. no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

$1

2

3

Accumulated Depreciation
Acc um Depreciation - NWVRTF
Total Accumulated Depreciation

$ 17,795,411
5,041,955

$ 22,837,366 $

0
(630,244)

(630,244) $

17,795,411
4,411,711

22,207,122

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRlA WASTEWATER
Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-9 C

RATE BASE ADJUSTMENT # 1 . TRANSFER OF GENERATOR

LINE ACCT
no. no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

2

WW Struct & Imp TDP
WW Pwr Gen Equip RWTP

$ 6,059,098
$ 136,851

$
$

(487,000)
487,000

$
$

5,572,098
623,851

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

$ 8.634.567
2.556

$ $ 8,634,567
z,5se

$ 5,008,106 $ 13,642,673
2,556

1
2
3
4
5

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 8,637,123 $ $ 8,537,123 $ 5,008,106 s 13,645,229

$ (17,587)
(1 ,878)

(58,356)
(74,553)

$ s

(6,054)

(54)

(12,500)

25,541(36,308)
(883)
(393)

9.783
(6. 143)

(449,348)
1 ,545 57,820

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,335,278
3.368

278,664
303,374
199,095

1 ,528,005
396,599
221,640
80,939
94,566

242,170
84,483
85,697

534,489
246,204

3,830,808
296,804
87,538

(1 ,020,81 al 291,044

1,317,691
1,490

220,308
228,821
199,095

1,521 ,951
396,545
221 ,640

68,439
94,566

205,862
83,600
85,304

544,272
240,061

3,381 ,460
298,349

87,538
(729,769) 1 ,soo,974

1,317,691
1,490

220,308
228,821
199,095

1,521 ,951
396,545
221 ,640

68,439
94,566

231 ,403
83,600
85,304

544,272
240,061

3,381 ,460
355,968

87,538
1,171 ,205

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) $

8,828,908
(191 ,785) $

(361 ,585)
381 ,685 s

8,467,223
1G9,900 $

1 ,984,135
3,023,971 $

10,451,358
3,193,871

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 .. NWVRTF OPERATING EXPENSE

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

[D]
LINE
n o. DESCRIPTION

1 NWVRTF allocated operating expenses $ 579,897 $ (174,480) $ 405,418

$ $ $

Total costs
NWVRFT

s 439,680
46,939

373,211
414,181

Co, Proposed
32%
140,698

15,020
119,428
132,538

Staff  Recommended
28%

123,110
13,t43
60,492
57,985

( c )

Difference
(17,587)
(1 ,878)

(58,936)
(74,553)

151,361
1,351

48,436
432

42,381
378

(6,054)
(54)

6,183
2,749

55,997
42,999

(883)
(393)

(8,000)
(6,143)

(b)
(b)

Labor
Purchased Water
Fuel & Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

22,082
9,819

199,988
153,567

1,176,113
186,526

7,066
3,142

63,996
49,141

(b)
<b)

Cb)
<b)

Total O & M Expenses s 579,897 s 405,418 $ (174,480)

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26
27
28

29
30

31
32

$ 3,174,818
32%

Anthem's 68% of the NWVRTF costs $ 1,015,942
(a) Variable cost allocation: Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

( c) Staff recommended for NWVRTF based on revised APS annualization: ($432,085 *
Current Future

Cost Allocation Capacity Growth

Anthem Agua Fria 14% 28%
Sun City West 86% 72%

14%)

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-13

OPERATING INCOME ADJUSTMENT # 2 - FUEL & POWER EXPENSE

LINE
no. DESCRIPTION

VS
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Fuel & Power .. All Other $ 159,236 $ 580 $ 159.816

$
$

278,664
119,428

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power - NWVRTF
Company Proposed Fuel and Power - All Other $ 159,236

$ 220,308
$ 432,085

14%
$ 60,492

2
3
4
5
6
7
8
9
10
11

Total Staff Recommended
Total Staff NWWRTF
Staff NWVRTF Allocation Factor
Less: Staff Recommended for NWVRTF
Staff Recommended for All Other
Staff Adjustment - Fuel and Power - All Other

$
$

159,816
580

1

References:
Column (A), Company Schedule C-1, C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debts included in Customer Accounting

[A]
COMPANY
PROPOSED
$1,152,299
$ (361,154)
$ 791,145

10.11%
$ 79,959

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

$Staff Adjusted Test Year Revenue
3 year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

8,637,123
0.51%

43,651

LINE
.MQ

1
2
3
4
5
6
7
8
9
10
11 Adjustment $ (36,308)

References:
Column [A], Company Workpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM.
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staff's recommended Bad
Debt Expense, based on 3-year average
loss history times Staff Recommended Revenues



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-15

OPERATING INCOME ADJUSTMENT # 4 , WATER TESTING

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS
LINE ACCT
n o . n o .

1

DESCRIPTION

Miscellaneous $ 62,813 $ 17,783

[C]
STAFF

RECOMMENDED

$ 80,596

References:
Column (A), Company Schedule C-2 p. 26
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket NO. WS~01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-16

OPERATING INCOME ADJUSTMENT # s- DEPRECIATION EXPENSE

LINE
NO.

1
DESCRIPTION

Depreciation & Amortization

[A]
COMPANY
PROPOSED

$ 3,830,808

[Bl
STAFF

ADJUSTMENTS
$ (449,348)

[Cl
STAFF

RECOMMENDED
$ 3,381 ,460

LINE
no.

ACCT.
NO. DESCRIPTION

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[Cl
DEPRECIATION

EXPENSE

PLANT /N SER VICE: B-2 page 6

11,726

25,424 2,542

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

60,471
8,352

29,267

9,071

1 ,392

1 ,308

495,058
353,370
143,036

2,047,885
5,572,098

10,622,274
623,851

2,729,254
46,641 ,273

181,571
6,195,971

490,498
3,062,054
2,165,606

6,216
1,706,736

10,086,969
3,865,949

3,041
2,572,930

11,846,060
772,399

1,113,216
845,799
143,294

18,743
657,626
724,631

1,024,024

34,200
93,054

177,392
27,574
58.496

951,482
3,704

126,398
49,050

101,966
117876

337
85,337

504,348
193,297

152
128,647
592,403

3B,620
55,661
42,290

7, 1 es
937

32,881
36,232
50,996

31,682 1 ,454

16,453
48,048

1,028,920
2,134,843

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

10.00%
0.00%
0.00%
0.00%

20.00%
15.00%
16.67%

4.47%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
1.57%
1.67%
1.67%
4.42%
2.07%
2.04%
2.04%
2.04%

10.00%
3.33%
5.42%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
0.00%
4.59%

20.00%
3.96%
4.47%
3.71%
5.02%

10.30%
5.10%

10.30%

735
1,783

51 ,652
219,889

304100
304200
304510
304600
304620
304800
307000
340100
304200
340300
340330
340500
341100
341200
341400
343000
344000
346100
346200
346300
346700
351000
352000
353200
353500
354200
354400
354500
355500
360000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
360200
380250
380300
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
391000
392000
393000
394000
395000
396000
397000
398000

Struck & Imp SS
Struck a Imp P
Struck & Imp AG Capital Lease
Struck & Imp Offices
strict & Imp Leasehold
Struck & Imp Misc
Wells & Springs
Office Furniture 8. Equips
Computer & Periph Equip
Computer Software
Comp Software Other
Other Office Equips
Trans Equip Lt Duty Trucks
Trans Equip Hvy Duty Trucks
Trans Equips Other
Tools, Shop, Garage Equip
Laboratory Equipment
Comm Equip Non<Telephor1e
Comm Equip Telephone
Comm Equip Other
Misc Equipment
WWWOrganization
WW Franchises
WW Land 8. Ld Rights Coll
WW Land & Ld Rights Gen
WW Strict & Imp Coll
WW Struck & Imp TDP
WW Struck 8. Imp Gen
WW Pwr Gen Equip RWTP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Receiveing Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipt
WW TD Equip Grit Removal
WW TD Equip Sed TankslAcc
WW TD Equip Sldge/Eff Rmv
WW TD Equip Sludge Dig Tank
WW TD Equip Sludge Dry Filter
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plt
WW TD Equip Oth Disk
WW TD Eauip Gen Tmt
WW TD Equip Influent Lin S
WW Plant Sewers
WW Outfati Sewer Lines
WW Oth Plt 8 Misc Equip Inf
WW Oth Pit a Misc Equip
WW Office Furniture & Equip
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment 169,085 17,416

B-2 page 9

15,936

000%
0.00%
000%
0.00%
1 .67° /o 266

52
53
54
55
55
57
58
59
60
61
62
63
64
65
GG
67
68
69
70
71
72
73
74
75
76
77
78
79
80

303600
304510
304600
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000

Allocated From Corp to Districts (SLM-2)
Land & Land Rights AG
Struck & Imp AG Cap Lease
Struck & \mp Offices
Struct a Imp Misc
Struck & Imp Leasehold
Mains
Other P/E CPS
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop 8. Garage Equip

4,162
92,919
40,360

146,548
3.768

0.00%
4. 04%

10.00%
25.00%
25.00%

0.00%
20.00%

4.47%

3,754
4.036

36,637
942
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket No. WS~01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-16

344000
345000
346100
346200
346300
347000
380400
393000

Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop & Garage Equip

14,995
1 ,1 as

395

0.00%
520%

1030%
000%
000%
000%
500%
447%

1 ,545

B-2 page 12
365

126,788
5,809

770,664
271 ,114

12,870
13,556

447,518
2,227

7,474
73

30,742
144,995

7.249
1 ,540

627
2,958

148
154

1 13,288
103

589,720
308,683

1,503,174
14,639
20,035

1,688,587
7, 158

359,494
568

291,092
221 ,747

20,164
4,595

32,872
5.422

5, 140
6

29,4B6
15,434
75, 159

732
1,00z

B4,429
358

17,975
28

14,555
11 ,087

1,008
230

1,e44
270

352000
353200
353500
354200
354300
355400
354500
355200
355300
360000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
380200
380250
380300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000

Allocation of 32 % of NWVTP (LJG-3)
ww Franchises
WW Land s. Ld Rights Coll
ww Land & Ld Rights Gen
ww Struck & Imp Coll
WW Struck & Imp SPP
WW Struct & Imp TDP
WW Struck & Imp Gen
WW Pwr Gen Equip Coll
WW Pwr Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struct
WW Services Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other Pwr
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sad TankslAcc
WW TD Equip Sldge/Eff Rmv
WW TD Equip SldgeDig Tnk
WW TD Equip Sldge DryIFit
WW TD Equip Sec Trmt Fiat
WW TD Equip Aux Eff! Trmt
WW TD Equip Chem Trmt Plnt
WW To Equip Other Disp
WW TD Equip Gen Trmt
WW TD Equip influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plnt & Misc Equip Inf
WW Oth Plot a Misc Equip
WW Office Furniture bi Equip
WW Computers 8. Peripheral
WW Computer Software
WW Trans Equipment
WW Stores Equipment
WW Tool Shop a. Garage Equip
WW Labortory Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment

47,058
5,64a

17,633
67,061

3,155
34,784
27,636

3.627
62,216
19,597

0.00%
0.00%
0.00%
1.67%
5.00%
5.00%
1.67%
3.30%
3.30%
2.07%
2.04%
2.04%
2.04%

10.00%
3.33%
5.42%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
4.98%
4.59%

10.00%
25.00%
20.00%

3.96%
4.47%
3.71%
5.02%

10.30%
5.10%

2, 1 so
564

4,408
13,412

125
1 ,ass
1 ,025

182
6,408

999

B-2 page 15

354400
370000
371100
380000
380350

Post Test Year Plant Additions
Additional Costs as of 5/15/2009
WW Struck & Impf TDP
WW Receiving Wells
WW Pump Equip Elect
WW TD Equipment
VVlN TD Equip Sec Trmt Filter

18,626
548,541

15
150

38.691

167%
333%
542%
500%
5.00%

311
18,266

1
B

1,935

81
82
83
84
85
BE
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142
143
144
145
146
147
148
149
150

Rounding
Total Plant in Service

(2)
128,482,725 328% 4,211,178

352000

151 353200

152 353500

352000
353200
353500

Less Non Depreciable Plant
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen

495,058
353,370
143,036

365
126,788

5,809

000%
000%
0.00%
0.00%
0.00%
0.00%

$ 127,358,299 $ 4,211,178
331%

$ 15,872,441 $
$

153
154
155
156
157
158
159
160
161
182

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Am onizatiorm of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

304,886
524.832

3,381 ,460
3,830,808
(449,348)



STAFF
RECOMMENDED

LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

_I-llllll I I

ARIZONA-AMERICAN WATER COMPANY - ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 . PROPERTY TAX EXPENSE

[A] [B]

$ 8,637,123
2

17,274,246
8,637,123

$ 8,637,123
2

17,274,246

25,911 ,369
3

8,637,123
2

17,274,246
13,454

13,645,229
30,919,475

3
10,306,492

2
20,612,983

13,454

20,626,437
22.0%

4,537,816
7.84%

$
$
$

17,287,700
22.0%

3,803,294
7.84%

298,349
296,804

1,545

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19

20
21
22

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 ' Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

355,968
298,349

57,620

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

57,620
5,008,106
1.15053%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8
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ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~18

OPERATING INCOME ADJUSTMENT # 7 . INCOME TAXES

LINE ACCT
no. no.

W]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1

DESCRIPTION

Income Taxes $(1 ,020,813) $ 291 ,044 $ (729,769)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . ANTHEM AGUA FRIA WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-19

OPERATING INCOME ADJUSTMENT # 8 . REGULATORY EXPENSE

LINE ACCT
no. no.

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Regulatory Expense S 80,939 $ (12,500) $ 68,439

References:
Column (A), Company Schedule C-2, p. 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008
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s 1,616,477$ 1,616,477

_III

ARIZONA-AMERICAN WATER COMPANY ¢ SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-1

REVENUE REQUIREMENT

LINE
n o. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

$ 14,764,087 $ 14,764,087 $ 14,672,152 $ 14,672,152

$ $ $ 73,045 $ 73,045

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI)

(51 ,594)

-0.35%

(51 ,594)

-0.35% 0.50% 0.50%

4 Required Rate of Return 8.53% 8.53% 7.20% 7.20%

$ 1,259,377 $ 1,259,377 $ 1,056,395 $ 1 ,056,395

$ 1,310,969 $ 1,310,971 $ 983,350 $ 983,350

5 Required Operating Income (L4 * L1)

6 Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1.6453 1.6453 1 .6438 1 .6438

8 Required Revenue Increase (L7 * LE) $ 2,156v882 $ 2,156,882

g $ 5,940,381 $ 5,940,381 $ 5,940,381 $ 5,940,381

10 $ 8,097,263 $ 8,097,263 $ 7,556,858 $ 7,556,858

11 36.31 % 36.31% 27.21 % 27.21%

12

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Increase in Revenue (°/,)

Rate of Return on Common Equity (%) 12.25% 12.25% 10.20% 10.20%

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10



Staff Recommended
Sun City Wastewater

$
$
$

7,556,858
6,113,079

440,165
$ 1,003,614

6.96B0%
$
$
$

69,932
933,682
317,452

$ 387,384

Test Year
Sun City Wastewater

5,940,381
6,098,120

440,165

$
$
$
$ (597,904)

6.96B0%
s
$
$

(41 ,662)
(556,242)
(189,122)

s (230,784)

Sun Cityww
$ 14,672,152

3.0000%
440,165s

I' l l  I

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09434:
Test Year Ended December 31, 2008

Schedule GTM-2

GROSS REVENUE CONVERSION FACTOR

(A) (5) (C) (D)LINE
no. DESCRIPT\ON

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - LE)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (Ls - L4)
Revenue Conversion Factor (L1 ILL)

100.0000%
0.0798%

999202%
39.0873%
60,B329%
1 ,643847

100.0000%
38.5989%
61 .4011%
0.1300%

7
8
g
10
11

Calculation of Uncollecttible Factor'
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - L8 )
Uneollectible Rate
Uncollectible Factor (LE * L10 ) 0.0798%

100.0000%
69680%

930320%
34.0000%
31 5309%

12
13
14
15
16
17

Calculation of Effective Tax Rafe:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 - L13)
Applicable Federal Income Tax Rate (Line 46)
Effective Federal Income Tax Rate (L14 xL15)
Combined Federal and State Income Tax Rate (L13 +L16) 38.5989%

100.0000%
38.59a9%
61 4011%
07954%

0_4884%

18
19
20
21
22
23

Calculation of Effective Propertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18~L19)
Property Tax Factor (GTM-15, L25)
Effective Property Tax Factor (L20° L21 )
Combined Federal and State Income Tax and Property Tax Rate (L17+L23) 390873%

$
$

1 ,056,395
73,045

24
25
26

Required Operating Income (Schedule GTM-1, Line 5)
AdjustedTesI Year Operating Income (Loss) (Schedule GTM-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 983,350

s
$

387,384
(230,784)

27
28
29

Income Taxes on Recommended Revenue (Col. (D), L45)
Income Taxes on Test Year Revenue (Col. (A), L45)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 618,168

s 1,616,477
01300%

to
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (L30 * L31) $ 2,101

$
$

154,768
141,911

33
34
35

Property Tax with Recommended Revenue (GTM-15, Col B, L20)
Property Tax on Test Year Revenue (GTM-15, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L33-L34) $ 12,858

36 Total Required Increase in Revenue (L26 + L29 + L32 + L35) $ 1,616,477

IA) (B»

37
38
39
40
41
42
43
44
45

Calculation of Income Tax:
Revenue (Sch GTM-10, Col.(C) L5, GTM-1, Col. (D), Ls)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L54)
Arizona Taxable Income (L37 - L38 - L39)
Arizona State Income Tax Rate
Arizona Income Tax (L40 x L41)
Federal Taxable Income (L40 _ L42)
Total Federal Income Tax
Combined Federal and State Income Tax (L42 + L44)

46 Effective Tax Rate 34.0000%

47
48
49

Calculation of interest Svnchronization:
Rate Base (Schedule GTM-3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized interest (L47 X L48)
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~3

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o .

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

1

2

3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$

$

24,469,337
10,761,769
13,707,568

$

$

(12,242)

(12,242)

$

$

24,457,095
10,761,769
13,695,326

LESS:

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 18,920
6,593

12,327

$ 6,593

6,593

$ 25,513
6,593

18,920

7 Advances in Aid of Construction (AIAC) 2,660,292 2,660,292

8 Imputed Reg AIAC

9 Imputed Reg CIAC 360,708 360,708

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD.'

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

129,827

1 ,824,256

597

(26,028)

(47,072)

103,799

1,777,184

59713 Supplies Inventory

14 Prepayments

15 Deferred Debits

77,758

2,057,405

77,758

2,057,405

16 Purchase Wastewater Treatment Charges

Rounding 3 3

17 Original Cost Rate Base $ 14,764,087 $ (91 ,935) $ 14,672,152

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS Planning
Study

[Bl

Working
Capital

[C]

Deferred
Income Taxes

[D]

CIAC assoicated
wi(h cwlp

[E]
LINE
no.

ACCT.
no. DESCRIPTION

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4

[F]
STAFF

ADJUSTED

PLANT IN SERVICE:
$ 122,373

6,182
e,5e5

187,017
465,769

49,003
2,397,611

16,050,734
1,219,748
2,680,127

33,470
495,398

45s
2,575
1,sos

115,202
178
291

10,495
(12,242)

351000 WWW Or animation
352000 WW Franchises
353200 WW Land a Ld Rights Coll
354200 WW Strict & Imp Coll
354500 WW Struck at Imp Gen
355400 WW Power Gen Equip TDP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coll Struck
363000 WW Service Sewer
364000 WW Flow Measuring Devices
371100 WW Pump Equip Elec!
380050 WW TD Equip Grit Removal
380100 VVlN TD Equip Sad Tanks/Acc
380000 WW TD Eauip Oth Disp
380625 WW TD Eauip Gen Tmt
380650 WW TD Equip influent Lift S
382000 WW Outfall Sewer Lines
3B9t00 WW Oth Pl( a Misc Equip Inf
389600 WW om PII 8\ Misc Equip
390000 WW Office Furniture s. Equip
391000 WW Trans Equipment
393000 WW Tool Shop & Garage Equip
396000 WW Communication Equip
397000 WW Misc Equipment
398000 WW Other Tangible Equipment

122,373
6,132
6.565

187,017
465,769
49,003

2,397.611
16,050,734

1,219,746
2,680, 127

33,470
495.398

453
2.575
1.503

115,202
17s
291

10,495
12,242
54,203

2,312
59,656
23,222
13,207

1

54,203
2,312

59,658
23,222
13,207

1

Less: Youngstown Plant (96,727) (96,727)

s s

27,697 27.697

7,234
161,494
70,145

254,701
s,s4s

7.234
181,494
70,145

254,701
6.549

Allocated From Carp to Districts (SLM-2)
303600 Land s. Land Rights AG
304510 Struck & Imp AG Cap Lease
304600 Struck & Imp Offices
304800 Struct s. Imp Misc
304620 Strict & Imp Leasehold

3310001 Mains
339600 Other P/E CPS
340100 Office Furniture & Equip
340200 Comp & Perish Equip
340300 Computer Software
340330 Computer Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trucks
343000 Tool Shop & Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Cop mm Equip Non-Telephone
346200 Communication Equip Telephone
346300 Communication Equip Other
347000 Misc Equipment
380400 WW TD Equip Aux Eff Tmt
393000 WW Tool Shop a. Garage Equip

26,059
2,009

687

26,059
2,009

687

Rounding 2 2

Total Plant In Service 24,469,337 (12,242) 24,457,095

Accumulated Depreciation
Net Plant in Service (L58 - L 59)

10,761,769
$ 13,707,568 s (12,242) s s $ s

10,761 ,769
13,695,326

$ s s $ 6,593 $18,920
6.593

12,327
2,660,292

6.593

25,513
e,s93

18,920
2,660,292

380,708 3601708

(26,028) 103.799
1,777,1e4

129,827
1,824,256 (47,072)

597
77,758

597
77,758

1
2
3
4
5
6
7
a
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
pa
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
64
55
56
57
5B
59
60
e l
62
63
GO
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

LESS:
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net CIAC (LGS . L64)

Advances in Aid of Construction (AlAc)
imputed Reg Advances
Imputed Reg CIAC
Accumulated Deferred Income Tax Credits
Customer Meter Deposits

ADDI
Wc\*Kirlg Capital Allowance
Accumulated \Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
OriginalCost Rate Base

I

2,057,405
3

s 14,764,087 $ (12,242> s (26,028) s (47,072) $ (6,593) $

2,057,405
3

14,672,152



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-5

RATE BASE ADJUSTMENT # 1 . COMPREHENSIVE PLANNING STUDY COSTS

[Bl [C]
STAFF

AS
ADJUSTED

LINE
no.
1

ACCT
no.

389100
Description

WW Oth Plt & Misc Equip Inf

[A]
COMPANY

AS
FILED

$ 12,242

STAFF
ADJUSTMENTS

$ (12,242) $

References:
Column [A]: Company Schedules
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~6

RATE BASE ADJUSTMENT # 2 . WORKING CAPITAL

[Al [Bl [D] [E]

LlNE
no . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG

DAYS
DOLLAR

DAYS

$ $ 454,529
18,550

$ 5,454,348
384,8352,746

(4,885)

12.00
20.75
20.35
43.73
14.77

(13.67)
(2.37)

(83.68)
20.31(107,200)

144,345,944
13,784,099
(1 ,930,292)

(179,039)
(4,824,908)

781,644

454,529
15,804
4.885

3,300,475
933,155
141,193
75,595
57,656

145,686
40,868

104,503
61,533
94,627

157,456
34,880

513,251
442,923

6,579,019

(2,588)

3,300,475
933,155
141 ,193
75,595
57,656
38,486
40,868

104,503
61 ,533
94,627

154,768
34,880

387,384
440,165

6,338,366

12.47
29.75
30.00

189.67
13.35
30.13

106.25
443.81

1 ,303,163
1 ,830,379
2,838,810

29,354,897
465,515

11 ,671 .875
46,767,484

252,048,754

Labor
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Operating Expenses
Taxes Other Than Income-Property Taxes
Taxes Other Than Income-Other
Income Taxes
Interest
Total Operating Expenses

(125,887)
(2,758)

(240,653)

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capital
Company As Field
Staff Adjustment

Line 20, Col. (E) / Col [C]
Company Workpapers
Line 22 - 21
Line 20, Col C
Line 25 * Line 26/365 dog
Co Schedule B-5
To GTM-4

39.77
45.74
598

6,338,366
103,799
129,827
(26,028)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [B]
Column [D]: Expense Lags Used on Docket WS-01303A-06.0403, approved in Decision No. 70372
Column [E]: Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY . SUN cITy WASTEWATER
Docket No. W$.()1303A-09-0343
Test Year Ended December 31, zoos

Schedule GTM~ 7

RATE BASE ADJUSTMENT #3 . ACCUMULATED DEFERRED INCOME TAXES

[B] [ q
STAFF

AS
ADJUSTED

[A]
COMPANY

As
FILED

STAFF
ADJUSTMENTS

DESCRIPTION
LINE

1 ADIT . total
2 Allocation Factor
3 ADIT allocated to this system

$ 13,025,093
14.01%

1,824,256

$ (336,093) s
14.01%

(47,072)

12,689,000
14.01%

1,777,183

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] & [C], Line 2: Allocation rate to this system
Column [C], Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] & [C], Line 3: Recalculated amounts



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test year Ended December 31, 2008

Schedule GTM - 8

RATE BASE ADJUSTMENT #4 . CIAC ASSQCIATED WITH CWIP

[A]
COMPANY

AS
FILED

[B] [C]
STAFF

AS
ADJUSTED

LINE
no. DESCRIPTION

STAFF
ADJUSTMENTS

1 Contributions in Aid of Construction (CIAC) 18,920 6,593 25,513

REFERENCES:
Columns [A]: Company schedules
Column [B]: Column [C] less Column [A]
Column [C]: See testimony GTM
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ARIZONA-AMERICAN WATER COMPANY . sun CITY WASTEWATER
Docket No. ws-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~10

OPERATING INCOME STATEMENT TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
NO. DESCRIPTION

COMPANY
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

$ 5,933,970
6,411

$ $ 5,933,970
6,411

$ 1,616,477 $ 7,550,447
6,411

1
2
3
4
5

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 5,940,381 $ $ 5,940,381 s 1,G16,477 s 7,556,858

454,529 $ 454,529 s $ 454,529

2,746

(9,406)

(50,872) 2,101

(131 ,647)
(15,545) 12,858

18,550
4,885

3,300,475
933,155
141,193

75,595
40,277
57,656
96,916
40,868
44,944

104,503
61,533

548,352
154,768

34,880
387,384

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

15,804
4.385

3,300,475
933, 1 as
141 ,193
75,595
49,683
57,656

145,686
40,868
44,944

104,503
61 ,533

679,999
157,456

34,880
(310,869) 80,085

18,550
4.885

3,300,475
933,155
141,193

75,595
40,277
57,656
94,814
40,868
44,944

104,503
61,533

548,352
141 ,911
34,880

(230,784) 618,168

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) $

5,991 ,975
(51 ,594) $

(124,639)
124,639 $

5,867,336
73,045 $

633,127
983,350 $

6,500,463
1,056,395

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY _ SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 - FUEL & POWER

LINE
no. DESCRIPTION

W]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Actual Test Year Fuel & Power $ 15,804 2,746 $ 18,550

References:
Column (A), Company Schedule C-1
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER

Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-13

OPERATING INCOME ADJUSTMENT # 2 - CUSTOMER ACCOUNTING (BAD DEBT)

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debts included in Cust. Accounting

[A]
COMPANY
PROPOSED
$1,152,299
$ (361,154)
$ 791,145

7.39%
$ 58,430

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Staff Adjusted Test Year Revenue
3-year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp

$

$

5,940,381
0.13%

7,558

LINE
NO,

1
2
3
4
5
6
7
8
9

10
11 Adjustment $ (50,872)

References:
Column [A], Company Workpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM .
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staff's recommended Bad
Debt Expense, based on 3-year average
loss history times Staff Recommended Revenues



l

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, zoos

Schedule GTM-14

OPERATING INCOME ADJUSTMENT #3- DEPRECIATION EXPENSE

L\NE
no.
1

DESCRIPTION
Depreciation & Amortization

[A]
COMPANY
PROPOSED

$ 679,999

[8]
STAFF

ADJUSTMENTS
s (131 ,647>

[C]
STAFF

RECOMMENDED
$ 548,352

LINE
no.

ACCT.
no . DESCRIPTION

[A]
PLANT

BALANCE

[Bl
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

B~2, page 3
122,373

6,132
6,565

187,017
465,789

49,003
2,397,611

16,050,734
1 ,219,74B
2,680,127

33,470
495,398

453
2,575
1 ,503

115,202
178
291

10,495

4,675
7,778
1 ,632

49,831
325,830
102,459

54,675
3,347

26,851
g

52
30

2,304
4
6

523

PLANT /N
351000
352000
353200
354200
354500
355400
360000
361100
362000
363000
364000
371100
380050
380100
380600
380625
380650
382000
389100
389600
390000
391000
393000
396000
397000
398000

SERVICE:
WWWOrganization
WW Franchises
WW Land & Ld Rights Coll
WW Struck & Imp Coll
WW Struck & Imp Gen
WW Power Gen Equip TDP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Pump Equip Elect
WW TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Eauip Oth Disp
WW TD Eauip Gen Tmt
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Oth Plt 8 Misc Equip Inf
WW Oth pit & Misc Equip
WW Office Furniture 8- Equip
WW Trans Equipment
WW Tool Shop & Garage Equip
WW Communication Equip
W W Misc Equipment
WW Other Tangible Equipment

54,203
2,312

59,656
23,222
13,207

1

0.00%
0.00%
0.00%
2.50%
1 .87%
3.33%
2.07%
2.03%
B,40%
2 .04%

10.00%
5.42%
2.00%
2.00%
2 .00%
2 .00%
2 .00%
2.00%
4.98%
4.98%
4 .59%

20.00%
4.47%

10.28%
5.10%
0.00%

2,488
452

z,ee7
z,a87

674

Less: Youngtown Plant (96,727)

B» 2 page 4

27,697

7,234
161 ,494

70,145
254,701

6.549

239
6.524
7,015

63,675
1 .637

303600
304510
304600
304800
304620
3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
346200
346300
347000
380400
393000

Allocated From Corp to Districts (SLM-2)
Land & Land Rights AG
Struct 8. Imp AG Cap Lease
Struct a. Imp Offices
Struct & Imp Misc
Strict & Imp Leasehold
Mains
Other P/E CPS
Office Furniture & Equip
Comp gt Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop & Garage Equip
Laboratory Equipment
Power Operated Equipment
Cop mm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop & Garage Equip

26,059
2.009

687

0.00%
0.00%
0.00%
1 .87%
0.00%
1 .53%
3.30%
4.04%

10.00%
25.00%
25.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
9.76%
0.00%
0.00%
0.00%
4.74%

196

Rounding
Total Plant in Service

2
24,457,095 2.73% 667,768

351000
353200
355400

Less Non Depreciable Plant
WWWOrganization
WW Land 8¢ Ld Rights Coll
WW Power Gen Equip TDP

122,373
6.565

49,003

0.00%
0.00%
0.00%

$ 24,279,154 $ 667,768
2.75%

s 25,513 s
$

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
za
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment $

118,714
702

548,352
679,999

<131 ,s41)

Col A
Col B
Col C

References:
Schedule GTM~4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col [Alpines Col IBO |



STAFF
RECOMMENDED

LINE
no. DESCRIPTION

STAFF
AS ADJUSTED

mol

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-15

OPERATING INCOME ADJUSTMENT # 4 , PROPERTY TAX EXPENSE

[AI [B]

$ 5,940,381
2

11 ,880,762
5,940,381

$ 5,940,381
2

11,880,762

17,821,143
3

5,940,381
2

11,880,762
13,454

7,556,858
19,437,620

3
6,479,207

2
12,958,413

13,454

12,971,867
22.0%

2,853,811
5.42%

$
$
$

11,894,216
22.0%

2,616,728
5.42%

141 ,911
157,456
(15,545)

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

20
21
22

Staff Adjusted Test Year Revenues - 2008
W eight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
s

154,768
141,911
12,858

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

12,858
1,616,477
0.79540%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-16

OPERATING INCOME ADJUSTMENT # 5 . INCOME TAXES

LINE ACCT
no. no.

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Income Taxes $ (310,869) $ 80,085 $ (230,784)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM~17

OPERATING INCOME ADJUSTMENT # 6 . REGULATORY EXPENSE

LINE ACCT
no. no. DESCRIPTION

MI
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

1 Regulatory Expense $ 49,683 $ (9,406)

[C]
STAFF

RECOMMENDED

$ 40,277

References:
Column (A), Company Schedule C-2 , p 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

DIRECT TESTIMONY OF GARY T. MCMURRY

TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-
GTM-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT # 1 - NW VALLEY REGIONAL TREATMENT FACILITIY (NWVRTF) ADJUS'
6 RATE BASE ADJUSTMENT # 2 - WORKING CAPITAL
7 RATE BASE ADJUSTMENT # 3 - ACCUMULATED DEFERRED INCOME TAXES
8 RATE BASE ADJUSTMENT # 4 - COMPREHENSIVE STUDY PLANNING COST
9 RATE BASE ADJUSTMENT # 5 - ACCUMULATED DEPRECIATION (NWVRTF)
10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - NWVRTF OPERATING EXPENSE
13 OPERATING INCOME ADJUSTMENT # 2 - FUEL & POWER EXPENSE
14 OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 - WATER TESTING
16 OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE
17 OPERATING INCOME ADJUSTMENT # 6 .. PROPERTY TAX EXPENSE
18 OPERATING INCOME ADJUSTMENT # 7 - INCOME TAXES
19 OPERATING INCOME ADJUSTMENT # 8 - REGULATORY EXPENSE



$ 1,510,191

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-1

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / LI )

$

$

$

$

18,169,383

352,039

1.94%

$ 17,821 ,339

$ 618,443

3.47%

8.53%

$ 17,821,339

$ 618,443

3.47%

8.53%

18,169,383

352,039

1 .94%

7.20% 7.20%4 Required Rate of Return

Required Operating Income (L4 * L1)

Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor

5

6

$

$

1,520,160

901,717

1.6422

$

$

1.520,160

901,717

1.6422

$

$

1,308,196

956,157

1.6422

$

$

1 ,308,196

956,157

1.6422

8 $ 1 ,480,765 $ s 1,570,191 I

9 $

$

$

$10

$

$

$

$

11

5,661,710

7,142,475

26.15%

12.25%

1,480,765

5,661,710

7,142,475

26.15%

1225%

5,661,710

7,231,901

27,73%

10,20%

5,661,710

7,231 ,901

27.73%

10.20%12

Required Revenue Increase (L7 * Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

Rate of Return on Common Equity (° /1)

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GTM-2, GTM-3, and GTM-10

I



Staff Recommended
Sun City West WW

$
$
$

7,231,901
5,443,985

545,082
$ 1,242,835

6.9G80%
$
$
$

86,601
1,156,234

393,120
$ 479,720

Test Year
Sun City WestWW

5,861 ,710
5,431 ,025

545,082

$
$
$
s (314,396)

6.9680%
$
$
$

(21 ,907)
(292,489)
(99,446

$ (121,353)

ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-2

GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D)LINE
NQ. DESCRIPTION

1
2
3
4
5
6

Calculation of Gross Revenue Conversion Factor
Revenue
Uncollectible Factor (Line 11)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (Ls - L4)
Revenue Conversion Factor (L1 ILL )

100.0000%
0.0184%

99.9816%
39.0873%
60.8943%
1.642189

1D0,0000%
38.5989%
61 .4011%
0.0300%

7
B
g

10
11

Calculation of Uncollectible Factor
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - L8 )
Uncollectible Rate
Uncollectible Factor (Ls * L10 ) 0.0184%

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%

12
13
14
15
16
17

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L12 .. L13)
Applicable Federal Income Tax Rate (Line 44)
Effective Federal Income Tax Rate (L14 x L15)
Combined Federal and State Income Tax Rate (L13 +L16) 3B.5989%

100.000D%
3B.5989%
B1 .4011%

0.7954%
0.4884%

18
19
20
21
22
23

Calculation of Effective Propertv Tax Factor
Unity
Combined Federal and State Income Tax Rate (L17)
One Minus Combined Income Tax Rate (L18-L19)
Property Tax Factor (GTM-16, L24)
Effective Property Tax Factor (L20*L21)
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39,0B73%

24
25
26

$
$

1,308,196
352,039

Required Operating Income (Schedule GTM-1, Line 5)
AdjustedTest Year Operating Income (Loss) (Schedule GTM-10, Line 42)
Required Increase in Operating Income (L24 - L25) $ 956,157

27
28
29

$
$

479,720
(121 ,353)

Income Taxes on Recommended Revenue (Col. (F), L52)
Income Taxes on Test Year Revenue (Col. (A), L52)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 601,074

$30
31
32

Required Revenue Increase (Schedule GTM-1, Line 8)
Uncollectible Rate (Line 10)
Required Increase in Revenue to Provide for Uncollectible Exp. (Lao * L:a1)

1,570,191
0.0300%

$ 471

$
$

147,750
135,261

33
34
35

Property Tax with Recommended Revenue (GTM-15, Col B, L20)
Property Tax on Test Year Revenue (GTM-15, Col A, L17)
Increase in Property Tax Due to Increase in Revenue (L33-L34) $ 12,489

36 Total Required Increase in Revenue (L26 4»  L29 + L32 + Las) $ 1,570,191

(A) (B)

37
38
39
40
41
42
43
44
45

Calculation of Income Tax:
Revenue (Sch GTM-10, Col.(C) Ls, GTM-1, Col. (D), LQ)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L54)
Arizona Taxable Income (L37 - L38 - L39)
Arizona State Income Tax Rate
Arizona income Tax (L40 x L41)
Federal Taxable Income (L40 - L42)
Total Federal Income Tax
Combined Federal and State Income Tax (L42 + L44)

46 Effective Tax Rate 34.0000%

47
48
49

Calculation of Interest Svnchronization:
Rate Base (Schedule GTM-3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L47 X L48)

| Sun City West
$ 18,169,383

3.0000%
545,082$
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-3

RATE BASE l ORIGINAL cosT

(B) (C)
STAFF

AS
ADJUSTED

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$

$

35,931 ,696
19,183,739
16,747,957

$

$

1 ,052,065
630,244
421,82t

$

$

36,983,761
19,813,983
17,169,778

LESS;

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 5,122
(375)

4,747

145,453

$ $ 5,122
(375)

4,747

145,4537 Advances in Aid of Construction (AIAC)

8 Imputed Reg AIAC

9 imputed Reg CIAC 443,212 443,212

10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits

ADD;

11 Cash Working Capital

12 Accumulated Deferred Income Tax Debits

(41 ,699)

(32,077)

13 Supplies Inventory

187,766

1,211,058

32,436

52,988

108,771

14 Prepayments

15 Deferred Debits

229,465

1 ,243,135

32,436

52,988

108,771

16 Purchase Wastewater Treatment Charges

17

Rounding

Original Cost Rate Base

(1)

$ 17,821,339 $ 348,044

(1)

$ 18,169,383

References:
Column (A), Company Schedule B-2
Column (B): Schedule GTM-4
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-4

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
NW VRTF

Cost Allocation
Working
Capttal

Deferred
Income Taxes

Comprehensive
Study Costs

Accumulated
Depreciation

LiNE
no.

ACCT.
no. DESCRIPTION

[A]
COMPANY
AS FILED

[B]

ADJ #1

[C]

ADJ #2

[D]

ADJ #a

[E]

ADJ #4

[E]

ADJ #5

[F]
STAFF

ADJUSTED

$ 4,078
68

$ 4,078
68

130,873
48,870
25,840

130,873
48,870
25,840

752,939
13,101 ,343

963,907
2,641 ,009

12,242 765,181
13,101 ,343

963,907
2,641,009

1
2
3
4
5
6
7
8
g

10
11
12
13

PLANTIN SERV/CE:
351000 W W wOrganization
352000 WW Franchises
353200 WW Land & Ld Rights Coll
354200 WW Struck & Imp Coll
354500 WW Struck & Imp Gen
355300 WW Power Gen Equip SPP
355400 WW Power Gen Equip TDP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coll Struck
363000 WW Service Sewer
364000 WW Flow Measuring Devices
371100 WW Pump Equip Elect 27,605 27,605

7,615
5.634

110,053
19,530

7,615
5,634

110,053
19,530

380050 WW TD Equip Grit Removal
380100 WW TD Equip Sad Tanks/Acc
380600 WW TD Equip Oth Disp
380625 WW TD Eauip Gen Tmt
380650 WW TD Equip Intiuent Lift s
382000 WW outfall Sewer Lines
389100 WW eth PI( 8. Misc Equip Inf
389600 WW Oth Pl( & Misc Equip
390000 WW Office Furniture & Equip
391000 WW Trans Equipment
393000 WW Tool Shop & Garage Equip
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WW Misc Equipment
398000 WW Other Tangible Equipment

777
12,621
22,663

777
12,621
22,663

$ $

18,874 18,874

4,930
110,050
47,801

173,566
4,463

4,930
110,050
47,801

173,566
4,463

Allocated From Corp to Districts (SLM-2)
303600 Land & Land Rights AG
304510 Struet & Imp AG Cap Lease
304600 Struck & Imp Offices
304800 Struck & Imp Misc
304620 Struck & Imp Leasehold

3310001 Mains
339600 Other P/E CPS
340100 Office Furniture 8< Equip
340200 Comp & Periph Equip
340300 Computer Software
340330 Computer Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Trucks
343000 Tool Shop & Garage Equip
344000 Laboratory Equipment
345000 Power Operated Equipment
346100 Comm Equip Non-Telephone
346200 Communication Equip Telephone
346300 Communication Equip Other
347000 Misc Equipment
380400 WW TD Equip Aux Eff Tmt
393000 WW Tool Shop & Garage Equip

17,760
1 .369

468

17,760
1 ,369

468

North West Valley Treat Plant (NWVRTF) B-2 p 9
887

307,918
14,108

1,871.614
658,418

52
18,113

830
110,095

38,730

939
326,026

14,938
1 ,981 ,709

697,148

1 ,086,830
5,407

63,931
318

1 ,150,761
5,725

74,660
352,131

17,606
3,739

4,392
20,714

1 .038
220

79,052
372,845

18,642
s,9s9

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
88
69
70
71
72
73
74
75
76
77
78
79
80
81
82

352000 WW Franchises
353200 WW Land & Ld Rights Coll
353500 WW Land s. Ld Rights Gen
354200 WW Struck 8. Imp Coll
354300 WW Struck & Imp SPP
354400 WW Struck 8< Imp TDP
354500 WW Struck & Imp Gen
355200 WW Power Gen Equip Col
355300 WW Power Gen Equip SPP
360000 WW Collection Sewers Forced
361100 WW Collecting Mains
362000 WW Special Coil Struck
363000 WW Service Sewer
364000 WW Flow Measuring Devices
370000 WW Receiving Wells
371100 ww Pump Equip Elect
371200 WW Pump Equip Other
380000 WW TD Equipment
380050 WW TD Equip Grit Removal
380100 WW TD Equip Sed Tanks/Acc
380200 WW TD Equip Sludge/Effl Rmv
380250 WW TD Equip Sldge Dig Tnk
380300 WW TD Equip Sldge Dry/Fitt
380350 INC TD Equip Sec Trmt Fist
380400 WW TD Equip Aux Effl Trmt
380500 WW TD Equip Chem Tint Plant
380600 WW TD Equip Oth Disp
380625 ww TD Equip Gen Trmt

275,127
252

1 ,432,178
749,658

3,650,565
35,551
48,656

4,100,856
17,384

873,055
1 .379

706,938
538,528

16,184
15

84,246
44,098

214,739
2.091
2.862

241 .227
1.023

51 ,356
81

41 ,585
31 ,678

291 ,a11
267

1 ,516,424
793,756

3,865,304
37,642
51,518

4,342,083
18,407

924,411
1,460

748,523
570,208



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 81, 2008

Schedule GTM-4

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS
NW VRTF

Cost Allocation
Working
Capital

Deferred
Income Taxes

Comprehensive
Study Costs

Accumulated
Depreciation

LINE
no.

ACCT
NO. DESCRIPTION

[A]
COMPANY
AS FILED

[Bl

ADJ #1

[Cl

ADJ #2

[D]

ADJ #3

[El

ADJ #4

[El

ADJ #5

[F]
STAFF

ADJUSTED

48,911
11 ,159
79,832
13,168

2,881
656

4,696
775

51,852
11,815
84,528
13,943

380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

114,284
13,704
42,823

162,863
7,6es

84,476
67,116

8,809
151,095

47,591

6,723
806

2,519
9,580

451
4,969
3,948

518
8,888
2,799

121,007
14,510
45,342

172,443
8,114

89,445
71 ,064

9,827
159,983
50,390

WW TD Equip Influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Pit & Misc Equip Inf
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Shop & Garage Equip
ww Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant
Rounding (4) (4)

36,988,761Total Plant in Service 35,931 ,696 1 ,039,823 12,242

Accumulated Depreciation
Net Plant in Service (L58 - L 59)

19,183,739
$ 15,747,957 $ 1,039,823 $ $ $ 12,242 $

630,244
(630,244) $

19,813,983
17,169,777

$
$

5,122
(375)

4,747
145,453

$ $ $ $ $ $ 5,122
(375)

4,747
145,453

83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

10o
101
102
103
104

105
106
107
108
109
110
111
112
113
114

LESS:
Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization
Net CIAC (L63 . L64)

Advances in Aid of Construction (AIAC)
imputed Reg Advances
Imputed Reg CIAC
Defen'ed Income Tax Credits
Customer Meter Deposits

443,212 443,212

(41 ,699) 187,766
1,211,058

229,465
1,243,135 (32,077)

32,436
52,988

32,436
52,988

115
116
117
118
119
120
121
122
123
124

ADD.
Working Capital Allowance
Deferred Income Tax Debits
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Rounding
Original Cost Rate Base

108,771

(1)
$ 17,821,339 $ 1,039,823 $ (41 ,699) $ (32,077) $ 12,242 $ (630,244) $

108.771
(1)

18,169,383



ARIZONA~AMERICAN WATER COMPANY . SUN cITy WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-5

RATE BASE ADJUSTMENT # 1 . NW VALLEY REGIONAL TREATMENT FACILITIY (NWVRTF) ADJUSTMENT

[B] [C]
STAFF

AS
ADJUSTED

LlNE
no.

ACCT
NO. Description

[A]
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

887
307,913
14,108

1,871,614
658,418

52
18,113

B30
110,095
38,730

939
326v026
14,938

1 ,981 v709
697,148

1 ,086,830
5,407

63,931
318

1,150,761
5,725

74,660
352,131
17,605
3,739

4,392
20,714
1 ,036

220

79,052
372,845
18,642
3,959

275,127
252

1,432,178
749,658

3,650,565
35,551
48,656

4,100,856
17,384

873,055
1,379

706,938
538,528
48,971
11,159
79,832
13,168

16,184
15

84,246
44,098

214,739
2,091
2,862

241,227
1,023

51,356
BI

41 ,555
31 ,678
2,881

656
4,696

775

291 ,311
267

1,516.424
793,756

3,865,304
37,642
51 ,518

4,342,083
18,407

924,411
1,460

748,523
570,206
51 ,852
11,815
84,528
13,943

352000
353200
353500
354200
354300
354400
354500
355200
355300
360000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
380200
380250
380300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struct & Imp Coll
WW Struck & Imp SPP
WW Strict & Imp TDP
WW Struck & Imp Gen
WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Strict
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Equip Sludge/Effl Rmv
WWTD Equip Sldge Dig Tnk
WW TD Equip Sldge DrylFitt
WW TD Equip Sec Trmt Fin
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plant
WW TD Equip Oth Disk
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
vv Plant Sewers
WW Outfall Sewer Lines
WW Oth Pll & Misc Equip Inf
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer Software
WW Trans Equip
ViAN Stores Equip
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant

114,284
13,704
42,823

162,863
7,663

84,476
67,116
8,809

151 ,095
47,591

6.723
806

2,519
9,580

451
4,969
3,948

518
a,asa
2,799

121,007
14,510
45,342

172,443
a,114

B9,445
71 ,064
9,327

159,983
50,390

17,676,994 1 ,039,823 18,716,817

Cost Allocation Percentage
Sun City West
Arnhem Agua Fria

Old
68%
32%

New
72%
28%

References:
Column [A]: Amounts included in plant balances per filing.
Column (B): Per Testimony GTM
Column (C): Column [A] less Column [B]



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-6

RATE BASE ADJUSTMENT # 2 . WORKING CAPITAL

tAl [Bl [D] [El

LINE
no . DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED
LEAD/LAG
FACTOR

DOLLAR
DAYS

$ 17,587
1,878

2G5,325
(401 ,682)

784,346
9,034

650,837

9,412,154
4/4,465

15,088,410

6,054
54

12.0
52.5
23.2
17.3
19.9
14.8

(13.6)
(2.4)

(83.7)
20.3

2,058,438
11,753,069
(3,536,919)

(355,935)
(4,082,627)

235,976

$
$
$
$
$
$
$
$
s
$
$
$
$
$

766,759
7,156

385,512
401,682
103,272
789,604
267,064
150,285
48,788

123,968
38,079

243,174
138,620
93,744

(112,349)
883

21,196
6,143

103,272
795,658
267,118
150,285
4B,786
11 ,819
38,962

264,370
144,763

93,744

9.9
26.1
30.0

$
$
$
$
$
$
$
$
$
$
$
$
$
$

2,619,215
3,783,488
2,812,320

$
$
$

12,578 147,750
5B,909

479,720
545,082

4,594,254

188.0
13.3
30.1

106.3
464,1

$
$
$

27,774,729
786,211

14,453,977
57,914,910

141,091,882

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Miscellaneous
Maintenance Expense
Other Opeating Expenses

Taxes
Taxes Other Than Income-Property Taxes
Taxes Other Than Income-Other
Income Taxes
interest Sync
Total Operating Expenses

135,172
58,909
52,682

534,640
4,339,108

427,038
10,442

255,145

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Expense Lag
Revenue Lag
Net Lag
Staff Adjusted Expenses
Staff - Cash Working Capital
Company As Filed
Staff Adjustment

Line 20, Col. (E) l Col [C]
Company Workpapers
Line 24 . 23
Line 20, Col C
Line 25 ' Line 26/365 Dal
Co Schedule B-5
To GTM-4

30.71
45.63

14.92
4,594,254

187,766
229,465
(41 ,699)

References:
Column [A]: Company Schedule C-1
Column [B]: Staff adjustments to expenses, See Testimony GTM
Column [C]: Column [A] + Column [8]
Column [D]: Expense Lags Used on Docket WS-01303A-06-0403, approved in Decision No. 70372
Column [E]; Column [C] * Column [D]



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM- 7

RATE BASE ADJUSTMENT #3 -ACCUMULATED DEFERRED INCOME TAXES

[A]
COMPANY

AS
FILED

[B]

STAFF
ADJUSTMENTS

[C]
STAFF

AS
ADJUSTED

LINE
NO. DESCRIPTION

1 ADIT - total
2 Allocation Factor
3 ADIT allocated to this system

$ 13,025,093 $
954%

1,243,135

(336,093) $
9.54%

(32,077)

12,689,000
9.54%

1,211 ,058

REFERENCES:
Columns [A], Line 1: Amounts used by Co as basis for allocation
Column [A], [B] & [C], Line 2: Allocation rate to this system
Column [C], Line 1: Allocable amount per audited financial statements times allocation rate
Column [A], [B] 8 [C], Line 3: Recalculated amounts
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ARIZONA-AMERICAN WATER COMPANY - SUN cITy WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM - 8

RATE BASE ADJUSTMENT #4 - COMPREHENSIVE STUDY PLANNING COST

[B] [C]
STAFF

AS
ADJUSTED

$ 765,181

LINE
n o . DESCRIPTION

1 WW Collection Sewers Forced 360000 $

[A]
COMPANY

AS
FILED

752,939

STAFF
ADJUSTMENTS
$ 12,242



l II

ARIZONA-AMERICAN WATER COMPANY sun CITY WEST WASTEWATER
Docket No. W$-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM - 9

RATE BASE ADJUSTMENT # 5 . ACCUMULATED DEPRECIATION (NWVRTF)

[B]

STAFF
ADJUSTMENTS
$

LINE
DESCRIPTION

1 Accumulated Depreciation
Acc um Depreciaiton NWVRTF
Total Accumulated Depreciation

[A]
COMPANY

AS
FILED

$ 8,469,585
10,714,154

$ 19,183,739 $

6301244
630 244

[C]
STAFF

AS
ADJUSTED

$ 8,469,585
11,344,398

$ 19,813,983



I'll

ARIZONA-AMERICAN WATER COMPANY . SUN cITy WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-10

OPERATING INCOME STATEMENT . TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
no. DESCRIPTION

COMPANY
TEST YEAR

AS FILED

STAFF
TEST YEAR

ADJUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

$ 5,660,389
1,321

$ $ 5,650,389
1 ,321

$ 1,570,191 $ 7,230,580
1 ,321

1
2
3
4
5

Sewer Revenues
Other Revenues
Other
Total Operating Revenues $ 5,661,710 $ $ 5,661,710 $ 1,570,191 $ 7,231,901

$ 17,587
1 ,878

265,325
74,553

$ $

6,054
54

(9,406)

(55,609)
883
393

21 ,196
6,143

111 ,301
BE

471

784,346
9,034

650,837
476,235
103,272
795,658
2e7,118
150,285
34,388
48,786
68,830
38,962
50,343

264,370
144,763

1,350,100
147,750
58,909

479,720

Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8t Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
s
s

766,759
7,156

385,512
401 ,682
103,272
789,604
267,064
150,285
43,794
48,786

123,968
38,079
49,950

243,174
138,620

1,238,799
135,172

58,909
52,682 (174,035)

784,346
9,034

650,837
476,235
103,272
795,658
267,11 a
150,285
34,388
48,786
68,359
38,962
50,343

264,370
144,763

1,350,100
135,261
58,909

(121 ,353>

12,489

601,074

6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

Total Operating Expenses
Operating Income (Loss) $

5,043,267
618,443 $

266,404
(266,404) s

5,309,671
352,039 $

614,034
956,157 $

5,923,706
1,308,195

References:
Column (A): Company Schedule C-1
Column (B): Schedule GTM 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GTM 2, Lines 29 and 37
Column (E): Column (C) + Column (D)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test year Ended December 31, 2008

Schedule GTM-12

OPERATING INCOME ADJUSTMENT # 1 .. NWVRTF OPERATING EXPENSE

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

[D]
LINE
no. DESCRIPTION

1 Operating expenses $ 1,232,282 $ 233,354 $ 1 ,465,635 Difference

Company
Proposed

68%
$ $ $

Total Costs
of NWVRTF
$ 439,680

46,939
373,211
414,181

298,982
31,919

253,783
281 ,643

Staff
Recommended

72%

316,570
33,796

371,593
356,196

( c )

Difference
17,587

1,878
117,810
74,553

151,361
1,351

102,925
919

108,980
973

6,054
54

Labor
Purchased Water
Fuel & Power (a)
Chemicals (a)
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
lnsuranoe Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes-Property Taxes
General Taxes-Other
Income Taxes

22,082
9,819

199,988
153,567

1 ,176,113
186,526

15,016
6,677

135,992
104,426
(b)
(b)

15,899
7,070

143,991
110,568

(b)
(b)

883
393

8,000
6,143

(b)
(b)

$ 3,174,818 $ 1,232,282 $ 1 ,465,635 $ 233,354

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31

Cost Allocation

Anthem Agua Fria
Sun City West

(a) Variable cost allocation: Anthem Aqua Fria (14%) and Sun City West (86%)
(b) Depreciation and Property Taxes Separately Reviewed

( c) Staff recommended for NWVRTF based on revised APS annualization: ($432,085 * 14%)
Current Future

Capacity Growth

14%
86%

28%
72%
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-13

OPERATING INCOME ADJUSTMENT # 2 . FUEL a POWER EXPENSE

LINE ACCT
no. no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

Fuel & Power - All Other $ 12,301 147,515 $ 159,816

$
$

385,512
373,211

Total Company Proposed Fuel and Power
Less: Company Proposed Fuel and Power - NWVRTF
Company Proposed Fuel and Power - All Other $ 12,301

$ 531,409
$ 432,085

86%
$ 371,593

2
3
4
5
6
7
8
9
10
11

1

Total Staff Recommended
Total Staff NWWRTF
Staff NWVRTF Allocation Factor
Less: Staff Recommended for NWVRTF

Staff Recommended for All Other
Staff Adjustment - Fuel and Power - All Other

$
$

159,816
147,515
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343

Test Year Ended December 31, 2008

Schedule GTM-14

OPERATING INCOME ADJUSTMENT # 3 - BAD DEBT EXPENSE

DESCRIPTION
Total Uncollectible Accounts
Uncollectible Accounts- Miscellaneous Invoices
Net Used in Company calculation
Allocation Percentage-
Bad Debts included in Cust. Accounting

[A]
COMPANY
PROPOSED
$1,152,299
$ (361,154)
$ 791,145

7.23%
$ 57,211

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

$Staff Adjusted Test Year Revenue
3 year average Bad Debt Exp. Rate, Per Co.
Staff Recommended Bad Debt Exp $

5,661,710
0.03%

1,602

LINE
n o .

1
2
3
4
5
6
7
8
9

10
11 Adjustment $ (55,609)

References:
Column [A], Company Workpapers
Column [B]: Col. [C], line 9, less Col [A], line 5

and Testimony GTM .
Column (C): Line 8, Per Company's Workpapers
Column (C): Line 9 Staff's recommended Bad
Debt Expense, based on 3-year average
loss history times Staff Recommended Revenues
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-15

OPERATING INCOME ADJUSTMENT #4 . WATER TESTING

LINE ACCT
no. no. DESCRIPTION

MI
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Miscellaneous $ $ 13,196 $ 13,196

References:
Column (A), Company Schedule C-2 p. 26
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-16

OPERATING INCOME ADJUSTMENT # 5- DEPRECIATION EXPENSE

LINE
no. DESCRIPTION

M]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Depreciation & Amortization $ 1,238,799 $ 111,301 $ 1 ,350,100

LINE ACCT.
no. no. DESCRIPTION

[A]
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

B-2 page 2
4,078

68

130,873
48,870
25,840

6,544
816
860

765,181
13,101,343

963,907
2,641,009

15,839
267,267
80,968
53,877

27,605 2,761

7,615
5,634

110,053
19,530

381
282

5,503
977

PLANT /N
351000
352000
353200
354200
354500
355300
355400
360000
361100
362000
363000
364000
371100
380050
380100
380600
380625
380650
382000
389100
389600
390000
391000
393000
395000
396000
397000
398000

SERVICE:
WwWOrganization
WW Franchises
WW Land & Ld Rights Coll
WW Struct & Imp Coll
WW Struct & Imp Gen
WW Power Gen Equip SPP
WW Power Gen Equip TDP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Pump Equip Elect
WW TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Eauip Oth Disp
WW TD Eauip Gen Tmt
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Oth Pll & Misc Equip Inf
WW Oth Plt & Misc Equip
WW Office Furniture 8¢ Equip
WW Trans Equipment
WW Tool Shop & Garage Equip
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Other Tangible Equipment

777
12,621
22,663

0.00%
0.00%
0.00%
5.00%
1 .67%
3.33%
0.00%
2.07%
2.04%
8.40%
2.04%

10.00%
10.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
4.98%
4.50%

20.00%
4.47%
5.02%

10.30%
5. 10%
0.00%

39
1,300
1,156

B-2 page 6

18,874 874

4,930
110,050

47,801
173,566

4,463

163
4,446
4,780

43,392
1,116

303600
304510
304600
304800
304620

3310001
339600
340100
340200
340300
340330
340500
341100
343000
344000
345000
346100
346200
346300
347000
380400
393000

Allocated From Corp to Districts (SLM-2)
Land & Land Rights AG
Struct & Imp AG Cap Lease
Struct & Imp Offices
Struck & Imp Misc
Struct & Imp Leasehold
Mains
Other P/E CPS
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Computer Software Other
Other Office Equipment
Trans Equip Lt Duty Trucks
Tool Shop & Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Communication Equip Telephone
Communication Equip Other
Misc Equipment
WW TD Equip Aux Eff Tmt
WW Tool Shop & Garage Equip

17,760
1 ,369

468

0.00%
0.00%
1 .67%
1 .67%
4.63%
1 .53%
3.30%
4.04%

10.00%
25.00%
25.00%
0.00%

20.00%
4.47%
0.00%
5.20%
0.00%

10.30%
0.00%
0.00%
5.00%
4.74%

141

B-2 page 9
939

326,026
14,938

1 ,981 ,709
697,148

0.00%
0.00%
0.00%
5.00%
5.00%
0.00%
1.67%

99,085
34,857

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63

352000
353200
353500
354200
354300
354400
354500

North West Valley Treat Plant (NWVRTF) B-2 p 9
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struck & Imp Coll
WW Struct gt Imp SPP
WW Strut! & Imp TDP
WW Struct & Imp Gen 1,150,761 19,218
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-16

5,725 191

79,052
372,845
18,642
3,959

1,613
31,319

380
396

291,311
267

1,516,424
793,756

3,865,304
37,642
51,518

4,342,083
18,407

924,411
1,460

748,523
570,206
51,852
11,815
84,528
13,943

29,131
14

75,821
39,688

193,265
1,882
2,576

217,104
920

46,221
73

37,426
28,510

2,593
591

4,226
694

355200
355300
360000
361100
362000
363000
364000
370000
371100
371200
380000
380050
380100
380200
380250
380300
380350
380400
380500
380600
380625
380650
381000
382000
389100
389600
390000
390200
390300
391000
392000
393000
394000
395000
396000
397000
398000

121,007
14,510
45,342

172,443
8,114

89,445
71 ,064

9,327
159,983

50,390

3.33%
3.33%
2.07%
2.04%
8.40%
2.04%

10.00%
3.33%

10.00%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
0.00%
4.59%

25.00%
25.00%
20.00%
3.91 %
4.74%

10.00%
5.02%

10.30%
5.10%
0.00%

5,554
3,628

11,336
34,489

317
4,240
7,106

468
16,478
2,570

WW Power Gen Equip Col
WW Power Gen Equip SPP
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struck
WW Service Sewer
WW Flow Measuring Devices
WW Receiving Wells
WW Pump Equip Elect
WW Pump Equip Other
WW TD Equipment
WW TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Equip Sludge/Effl Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip Sldge Dry/Fitt
WW TD Equip Sec Trmt Fitt
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plant
WW TD Equip Oth Disp
WW TD Equip Gen Trmt
WW TD Equip influent Lift S
WW Plant Sewers
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip Inf
WW Oth Plt & Misc Equip
WW Office Furniture & Equip
WW Computer & Perphials
WW Computer Software
WW Trans Equip
WW Stores Equip
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equipment
WW Comm Equip
WW Misc Equip
WW Other Tangible Plant
Rounding (4)

Total Plant in Service 36,983,761 3.91 % 1 ,447,460

64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

100
101
102
103
104
105
106
107
108
109
110

351000
353200
355300
352000
353200
353500

4,078 0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

Less Non Depreciable Plant
WwwOrganization
WW Land & Ld Rights Coll
WW Power Gen Equip SPP
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen

25,840
939

326,026
14,938

$ 36,611,940 $ 1 ,447,460
3.95%

$ 5,122 $
$

111
112
113
114
115
116
117
118
119

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment $

97,158
202

1,350,100
1,238,799

111,301

Col A
Col B
Col C

References:
Schedule GTM-4
Proposed Rates per Staff Engineering Report for Non Allocated Plant
Col IAN times Col 1B1 |
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ARIZONA-AMERICAN WATER COMPANY - sun CITY WEST WASTEWATER
Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-17

OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX EXPENSE

LINE
no. DESCRIPTION

[A]
STAFF

AS ADJUSTED

[B]
STAFF

RECOMMENDED

$ 5,661,710
2

11,323,420
5,661,710

$ 5,661 ,710
2

11,323,420

16,985,130
3

5,661,710
2

11,323,420
13,454

7,231,901
18,555,321

3
6,185,107

2
12,370,214

13,454

11,336,874
22.0%

2,494,112
5.42%

135,261
135,172

89

12,383,668
22.0%

2,724,407
5.42%

s
$
$

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

20
21
22

Staff Adjusted Test Year Revenues - 2008
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Adjusted Test Year Revenues - 2008
Staff Recommended Revenue
Subtotal (Line 3 + Line 4) or (Line 3 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP - 2008
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

$
$
$

147,750
135,261
12,489

23
24
25

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24)

$
$

12,489
1,570,t91
0.795-40%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23: Schedule GTM-1, Line 8
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-18

OPERATING INCOME ADJUSTMENT # 7 - INCOME TAXES

UNE ACCT
no. no.

we
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Income Taxes $ 52.682 $ (174,035) $ (121,353)

References:
Column (A), Company Schedule C-2
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)



ARIZONA-AMERICAN WATER COMPANY . SUN CITy WEST WASTEWATER

Docket No. WS-01303A-09-0343
Test Year Ended December 31, 2008

Schedule GTM-19

OPERATING INCOME ADJUSTMENT # 8 n REGULATORY EXPENSE

LINE ACCT
no. no.

M]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

Regulatory Expense $ 43,794 $ (9,406) $ 34,388

References:
Column (A), Company Schedule C-2, p. 16
Column (B): Testimony GTM
Column (C): Column (A) + Column (B)


